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Navigating Between Scylla and Charybdis 


Like Ulysses, who had to navigate 
between Scylla and Charybdis on the 
return from Troy to Ithacus, Canada 
has to steer certain public policies 
between twin perils, pursuing a balance 
between the risk of being engulfed by 
its giant neighbour, as a possible result 
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way for more than a year now, and 

this issue of Horizons presents an oppor- 
tunity to take stock of progress on 
some dimensions of the policy dilem- 
mas facing the Government of Canada. 


Since the release of the March 2003 
discussion paper, North American 
Linkages Project: Focusing the Research 
Agenda, there has been a flurry of 
related research activities in the Policy 
Research Initiative (PRI) and the policy 
research community. Research findings 
are accumulating, and a number of 
activities have been held to review 
these findings and their policy 
implications. 


In this issue of Horizons, the reader 
will find a series of articles that provide 
an overview of some of the key results 
to date and the directions of future 
research. The lead article by André 
Downs, Senior Project Director respon- 
sible for the North American Linkages 
projects, presents an overview of the 
research to date, and discusses some 
potential implications for policy. In 
particular, he argues that maximizing 
economic opportunities and being 
competitive in the North American 
economic space may be a necessary 
condition for success in developing 
third-country markets. 


Enhancing regulatory co-operation 
with the United States is often put 
forward as an important step in 
improving access to the US market, 
while making more efficient use of 
Canada’s regulatory resources. Fidele 
Ndayisenga reviews empirical research 
on the linkages between regulations 
and economic performance, and pro- 
poses estimates of potential gains 
from regulatory co-operation between 
Canada and the United States. David 
Griller examines potential initiatives 


on regulatory co-operation with the 
United States in the human health 
field, and Doug Blair reports back on 
presentations and discussions from a 
roundtable on Canada-US regulatory 
co-operation hosted by the PRI and 
the Social Sciences and Humanities 
Research Council. 


A number of economists have pro- 
posed the creation of a customs union 
between Canada and the United States 
as the next natural step in the eco- 
nomic integration of the two coun- 
tries, arguing that the existing rules 

of origin are a cumbersome and costly 
barrier to trade. In their article on this 
subject, Bob Kunimoto and Gary 
Sawchuk assess the empirical evidence 
on the restrictive nature of the NAFTA 
system of rules of origin, and the char- . 
acteristics and potential gains associat- 
ed with the creation of a customs 
union. Madanmohan Ghosh and 
Someshwar Rao summarize the results 
from a general equilibrium analysis of 
the potential economic gains from a 
customs union, and we report back 
on the key discussion points from a 
roundtable on moving toward a cus- 
toms union with the United States. 


Another subject of growing interest 
is the regional dimension of relations 
between Canada and the United 
States. Pierre-Paul Proulx looks at 
some of the basic determinants of 
regional recomposition of economic 
activity. Christian Boucher compares 
the trends in American and Canadian 
values during the past two decades, 
and Jean-Francois Abgrall presents 

a typology of cross-border institu- 
tional linkages at the sub-national 
level. Gerry Boychuk and Debora 
VanNijnatten look at cross-border 
policy convergence in the areas of 
social and environmental policies, 
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_ and Shenjie Chen shows that regional 
_ business cycles in Canada are increas- 


ingly synchronized with those of the 
United States. 


Overall, this issue of Horizons provides 
a wide perspective on the policy 


_ environment and challenges the 
. Government of Canada is facing in 


its management of our multi-faceted 


_ and challenging relations with the 
_ United States. 


Jean-Pierre Voyer 


Executive Director 
Policy Research Initiative 
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Social Policy and the Life-Course Perspective 
2004 Queen’s International Institute on 
Social Policy (QIISP) 


August 23-25, 2004 


Once again, the Policy Research Initiative is joining the QIISP in the presenta- 
tion of an annual summer institute, bringing together senior officials and pol- 
icy-makers to review recent research findings and to discuss major directions 

in social policy. Organized by the Queen’s University School of Policy Study, 

in partnership with the PRI and Social Development Canada, the primary 
objective of the QIISP is knowledge transfer. This year’s program will emphasize 
the need to take a life-course perspective in the analysis of social exclusion, 
work-family balance, and other social policy issues. 


PRI-SSHRC Policy Research Roundtables 
2004-2005 


September-December 2004 


How do we ensure that knowledge producers are effectively connecting with 
those who, in their efforts to promote the well being of Canadians, can make 
best use of their knowledge? 


In an effort to respond positively to this challenge, the Social Science and 
Humanities Research Council (SSHRC) and the Policy Research Initiative have 
put together a series of roundtable discussions. Now in its second year, the 
objective of the series is to improve the quality of knowledge transfer between 
experts from academia and those responsible for the design and development 
of federal policies and programs. 

The autumn program will include sessions on the social economy, housing pol- 


icy, the working poor, and others. Relevant information will be posted on the 
PRI web site as it becomes available. Please refer to <www.policyresearch.gc.ca>. 


Exploring New Approaches to Social Policy: Lessons 
from Research 


Policy Research Initiative Conference 
December 13-15, 2004 


Ottawa, Ontario 


The PRI is putting together a major two and a half day conference in 
December 2004. The subject of the conference is the implications of recent 
social policy research for understanding the challenges and opportunities that 
are most likely to affect social policy in the medium term. The conference 
will build on the interdepartmental research from three PRI social policy 
projects that are coming to completion in the autumn of 2004. 
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NORTH AMERICAN LINKAGES 


North 
American 
Integration 


Challenges and 
Potential Policy 
Responses 


André Downs 
Policy Research Initiative 


André Downs 
is a Senior Project Director at 
the Policy Research Initiative. 


n March 2003, the Policy Research 

Initiative (PRI) released a discussion 

paper entitled North American 
Linkages: Focusing the Research Agenda. 
The paper proposed four research ini- 
tiatives to address central policy issues 
in Canada-US relations and, specifi- 
cally, to help define and understand 
the challenges and opportunities asso- 
ciated with evolving North American 
economic integration. 


e Why and how should Canada 
engage in regulatory co-operation 
with the United States? 

e What are the benefits and costs 
associated with the elimination of 
North American Free Trade Agree- 
ment (NAFTA) rules of origin 
between Canada and the United 
States? 


+ What are the potential policy impli- 
cations of the emergence of cross- 
border regions? 


e How can we enhance labour mobil- 
ity in a North American context? 


During the past year, with the partici- 
pation of other federal departments 
and outside researchers, the PRI has 
conducted research on the first three 
of these projects. Preliminary research 
results are being presented and dis- 
cussed in several forums with the 
objective of understanding the policy 
challenges and potential responses for 
the Government of Canada. 


This issue of Horizons highlights key 
preliminary results and provides back- 
ground information for debating some 
of the available policy options aimed 
at enhancing the benefits to Canadi- 
ans arising from Canada’s unique 
economic relationship with the 
United States. 


Canada-US Regulatory 
Co-operation 


There is an increasing realization that 
when it comes to Canada-US relations, 
we need both smart borders and smart 
regulations. 


Over the years, research has shown 
that differences in regulations can con- 
stitute an important barrier to trade 
and investment, especially for small 
countries. In particular, extensive 
empirical research at the OECD has 
clearly established direct linkages 
between domestic regulatory frame- 
works and the economic performance 
of member countries as it pertains to 
trade, investment, and productivity. 
For Canada, with a small economy 
largely dependent on a single giant 
neighbouring market, it is important 
to weigh the benefits and costs of 
having regulatory differences. 


This is recognized within the Govern- 
ment of Canada. Several departments 
have been involved in international 
regulatory co-operation initiatives, 
both on a bilateral and a multilateral 
basis, with varying degrees of success. 
The External Advisory Committee on 
Smart Regulations is expected to make 
several recommendations regarding 
the need for the Government of 
Canada to enhance international 
regulatory co-operation, particularly 
between Canada and the United 
States. Earlier this year, as part of 

the review of the Medical Devices 
Program, the Auditor General also 
recommended increasing reliance on 
international regulatory co-operation, 
concluding that “{lJimited financial 
and human resources and limited 
progress in advancing international 
regulatory cooperation prevent Health 
Canada from delivering the Medical 
Devices Program as designed” (Health 
Canada, 2004:2). 
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At the PRI, we have approached the 
issue of regulatory co-operation from 
three different and complementary 
perspectives. First, we have reviewed 
the experience of several bilateral 
regulatory co-operative arrangements 
involving different countries, which 
confirmed that successful international 
regulatory co-operation: 
e is based on a firm economic rela- 
tionship; 


+ requires political commitment at 
the highest level; and 


© necessitates time and sustained 
effort to build the necessary level 
of knowledge and mutual trust. 


Our second step was to review the 

_ literature and conduct some empiri- 
cal research on the potential impact 
of regulations and regulatory co- 
operation on economic performance. 
It became apparent that regulations 
can have a significant impact on pro- 
ductivity, competitiveness, trade flows, 
and both foreign and domestic invest- 
ment. For example, OECD estimates 
suggest that a reduction in the level of 
restrictiveness of Canadian regulations 
to the level of the United States would 
increase productivity growth by a size- 
able amount. This is an important pol- 
icy consideration in the context of the 
lagging productivity performance of 
Canada relative to the United States, 
and the corresponding growing gap in 
living standards. (See the article by 
Ndayisenga in this issue of Horizons.) 


Third, we are examining specific sec- 
tors that could benefit from regulatory 
co-operation and some initiatives that 
could be undertaken to move further 
down the path of co-operation. The 
area of product approval (i.e., drugs, 
medical devices, new chemical enti- 
ties) is one that is regularly put for- 
ward as an ideal candidate, but where 


little progress has been achieved so 

far. Recognition of product approvals 
by US regulatory agencies (e.g., the 
Food and Drug Administration), 
unilaterally or under a mutual recogni- 
tion arrangement, is also identified as 
an important potential step toward a 
more efficient regulatory system 

in Canada. 


To date, the research undertaken by 
the PRI on regulatory co-operation 
issues suggests that there could be sub- 
stantial benefits for a small country 
like Canada, which cannot compete 
with larger economic entities, such as 
the United States and the European 
Union in terms of resources devoted 
to the regulatory process. Research — 
and common sense — dictate that 
Canada should look at ways to lever- 
age the resources dedicated to regu- 
latory decisions in other more 
resourceful countries, and focus its 
relatively limited resources on regula- 
tory issues where it can nurture a com- 
parative advantage (e.g., emerging 
biotechnologies) or where potential 
risks to Canadians may be greatest, 
such as blood products, drug con- 
sumption patterns, and the produc- 
tion of vaccines. (See the article by 
Griller in this issue of Horizons.) 


At the same time, it must be recog- 
nized that regulatory co-operation is a 
complex public policy venture. Some 
argue that Canada risks losing some 
of its regulatory sovereignty through 
deeper co-operation with the United 
States, while others state that regula- 
tory co-operation is itself the exercise 
of sovereignty. Nor is it always bene- 
ficial to seek co-operative outcomes. 
If having distinct regulations is con- 
ducive to innovation in some cases, 
or if having more stringent standards 
provides health and safety benefits 
for which Canadians are willing to 


devote more resources than in other 
countries, then Canada may want to 
maintain its regulatory distinctiveness. 


Many of these issues were examined 

at the PRI-SSHRC (Social Sciences and 
Humanities Research Council) Round- 
table on Canada-US Regulatory Co- 
operation. Several of the presentations 
focused on the expected benefits from 
enhanced regulatory co-operation with 
the United States. 


Overall, most observers would agree 
that, when it comes to regulatory 
co-operation, each situation must be 
examined carefully to assess the net 
benefits from moving along the path 
of regulatory co-operation. Research 
would suggest, though, that substan- 
tial net benefits for Canadians can be 
achieved if policy makers do not fall 
into a trap where insignificant regula- 
tory differences are perceived as essen- 
tial constituents of the Canadian 
identity and sovereignty. 


Moving Toward a Customs 
Union 


An increasing amount of research is 
being undertaken in universities and 
research institutes in North America 
and elsewhere on the effect of non-tar- 
iff barriers on trade flows. As tariff pro- 
tection receded with several rounds of 
multilateral trade negotiations and the 
proliferation of free trade agreements, 
attention increasingly focused on 
other barriers to trade, such as quotas, 
regulatory differences, and rules of ori- 
gin (ROO), which have been proven 
to impede trade flows substantially. 


The NAFTA ROO ensure that tariff-free 
treatment applies to all goods that 
originate or are substantially modified 
in North America, while enabling 
NAFTA countries to apply their own 
tariff rates to products of third-country 
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origin. Hence, ROO prevent imports 
from entering the free trade zone 
through the country with the lowest 
tariff rates. This requires importers and 
exporters to substantiate the origin of 
the traded goods, therefore entailing 
compliance costs for businesses and 
administration costs for governments. 
In addition, ROO generate inefficien- 
cies in the allocation of resources by 
forcing domestic producers to source 
more inputs locally instead of in 
lower-price third markets to meet 


North American content requirements. 


For these reasons, ROO are recognized 
as protectionist measures that reduce 
the economic benefits of free trade. 


As detailed in the Kunimoto and 
Sawchuk article, NAFTA ROO are 

the most restrictive in the world, 

and the related compliance costs to 
businesses can be quite significant, 

in particular for small- and medium- 
size firms that may not have in-house 
expertise, and often rely on outside 
firms to ensure compliance to the rules. 


The creation of a customs union 
would require the harmonization (or 
elimination) of the tariff rates that 
Canada and the United States impose 
on third-country imports (i.e., essen- 
tially most favoured nation tariffs). 
This would eliminate the need for 
these preferential rules of origin since 
the origin determination would be 
made when a good first enters the 
area, making it unnecessary to have 
additional origin requirements for 
Canada-US trade. 


Tariff harmonization between Canada 
and the United States would appear 
quite straightforward in most eco- 
nomic sectors, because tariff rates 

on third-country imports are already 
quite similar. However, agriculture and 


textiles, where tariff and non-tariff 
protection are quite high and differ 
significantly between the two coun- 
tries, would constitute a challenge, at 
least until protection is brought down 
and harmonized under future multilat- 
eral trade initiatives. For this reason, 
some analysts would prefer an incre- 
mental, sectoral approach to tariff har- 
monization. The elimination of rules 
of origin under such an approach 
would allow Canada and the United 
States to “pick the low hanging fruits” 
and keep the difficult trade-offs 

for later. 


The benefits arising from tariff harmo- 
nization and the elimination of rules 
of origin between Canada and the 
United States are appealing, with esti- 
mates ranging from about one percent 
of GDP, for tariff harmonization and 
the elimination of the compliance 
costs, to more than two percent of 
GDP when the impact on input mix 
is taken into account. 


However, as noted by participants at 
the PRI-SSHRC Roundtable on moving 
toward a customs union, while there 
are sizeable potential gains associated 
with the creation of a customs union, 
one must recognize that the negotia- 
tion of a customs union would 
encounter important difficulties, and 
that some adjustment costs would 
have to be incurred. First, as men- 
tioned above, agriculture and textiles 
may prove difficult to address. Second, 
under a customs union, Canada and 
the United States would be required 
to harmonize their trade policy 
toward third parties, essentially tariff 
levels and customs procedures, but 
also potentially anti-dumping and 
countervailing duties. Of course, both 
countries must be prepared to shoul- 
der the costs of implementing specific 


measures to accommodate exceptions 
within the framework of a customs 
union. In particular, a customs union 
would require member countries to 
renegotiate their FTAs to ensure that 
tariff-free access is extended to the FTA 
partners of the other party. Third, a 
customs union would require some 
form of arrangement to redistribute 
the duties collected at the perimeter 
of the customs union and an institu- 
tional or governance structure to 
address potential disputes between 
the parties. 


Finally, by definition, rules of origin 
provide some protection to domestic 
producers, and hence create some 
form of rents and vested private inter- 
ests. Parties that benefit from these 
rents would certainly oppose any sub- 
stantial changes that would jeopardize 
their privileged position. 


Canada, the United States, and Mexico 
have all recognized that existing 
NAFTA ROO impose an undue cost to 
businesses, and have been consulting 
domestic stakeholders to get their 
views on tariff harmonization and 

the elimination of ROO. Whether this 
recognition and current consultative 
efforts lead to a major initiative to 
move toward a customs union remains 
to be seen. 


In the interim, several related policy 
issues need further research, includ- 
ing the extent to which Canadian 
exporters use NAFTA status to access 
the US market, the potential gover- 
nance structures that could be envis- 
aged under a customs union, the 
potential impact of relinquishing some 
trade policy levers, and the potential 
long-term dynamic effects of eliminat- 
ing ROO on the performance of the 
Canadian economy. The PRI and 
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its research partners are examining 
these issues to better enlighten the 
policy debate. 


The Emergence of 
Cross-Border Regions 


The Government of Canada has recog- 
nized the importance of the linkages 
between provincial and state govern- 
ments by announcing the creation 

of a new secretariat at the embassy 


_ in Washington allowing for the co- 


location of provincial and territorial 
representatives, by increasingly involv- 
ing provincial governments in trade 


_ discussions, and by asking provincial 


governments to use their connections 
south of the border to improve our 
understanding of the complex 
American society. 


This recognition is in line with 
observed trends that suggest that 
Canadian provinces, regions, and 
municipalities are developing dense 
and complex economic, political, 
and institutional linkages with their 
US counterparts. These linkages are 
modifying gradually the nature of 
the Canadian federation, and must 
be taken into account in the develop- 
ment of national policies. 


The PRI has undertaken research to 
better capture the nature of these 
cross-border linkages. The research 
has been articulated around three 
axes to provide a disaggregated per- 
spective of North American integra- 
tion: economic, socio-cultural, and 
institutional. 


Under the economic axis, the research 
aims to assess the impact of North 
American economic integration on 
the interdependency of Canadian and 
US regions, the degree of economic 
specialization of Canadian regions, 
and the emergence of leading 


domestic and North American indus- 
trial clusters. This involves assessing 
the drivers of territorial recomposition 
of economic activity in North Amer- 
ica, identifying key clusters - domestic 
and cross-border — and their effect on 
regional growth, and developing 
policy proposals to improve regional 
competitiveness. (See the article by 
Proulx in this issue of Horizons.) 


Existing and ongoing research suggest 
that Canadian regions are increasingly 
dependent on economic events in the 
United States, which is not surprising 
given the sharp increase in the share 
of provincial GDP represented by 
exports to the United States. While 
this phenomenon may have provided 
opportunities for increased specializa- 
tion and productivity gains, it also 
increased the sensitivity of provincial 
economic cycles to changes in regional 
US economic conditions, as substanti- 
ated in the article by Chen in this 
issue. This may make the task of 
designing national economic policies, 
such as monetary, fiscal, and tax poli- 
cies, more daunting, because of poten- 
tial conflicts in terms of the required 
policy stance, its timing, and its 
regional impacts. This also has a major 
impact on regional development poli- 
cies. Hence, North American integra- 
tion is adding a layer of complexity 

to the design of economic policies. 


A key question for observers of the 
North American integration process 
has been whether economic integra- 
tion has led to a convergence of values 
and beliefs between Canadian and 
American societies. The first phase of 
our research on this question (summa- 
rized by Boucher in this issue of Hori- 
zons), would suggest that this has 

not been the case at the national 
level. Over the past two decades, the 
values and beliefs of Canadians and 


Americans have diverged as least 

as much as they have converged, 
depending on the dimension exam- 
ined. For example, there seems to have 
been convergence in terms of political 
values (e.g., confidence in institutions, 
national pride, priorities), but not in 
terms of economic, social, and moral 
values, where the US society appears 
to be more conservative. 


However, these differences in values 
and beliefs, while statistically different, 
are largely of a marginal nature given 
the similarities between the two soci- 
eties relative to any other comparable 
pair of countries. In addition, when 
there is convergence, it is as much 
American values and beliefs migrating 
toward Canadian values and beliefs as 
the other way around, which is an 
interesting result given the fears that 
Canadians will increasingly resemble 
Americans as a result of economic 
integration. 


This is only one dimension of the 
analysis. In the current phase of the 
research, the analysis is taking place 
at the regional level, testing the 
hypothesis that there is more conver- 
gence within cross-border regions than 
at the national level. This would be 
consistent with the emergence of 
regions, economic and otherwise, that 
straddle the Canada-US border, a phe- 
nomenon observed in the European 
Union. It could also challenge the 
thesis of unpredictability or the myth 
of converging values, which assumes 
that economic integration does not 
lead to value convergence. 


Another PRI research initiative is look- 
ing at the institutional arrangements 
(e.g., agreements, memorandums of 
understanding, associations) that exist 
at the sub-federal level between eco- 
nomic, social, and political entities on 
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both sides of the border (e.g., provin- 
cial and state governments, municipal- 
ities, private sector). The research, 
introduced in the article by Abgrall in 
this issue of Horizons, indicates there 
has been an intensification of these 
institutional arrangements, particularly 
between provincial and state govern- 
ments, and this phenomenon is most 
prevalent in the economic domain 
(e.g., transportation, energy, environ- 
ment), reflecting the increasing trade 
intensity between Canadian and 

US regions. 


There is no doubt that this trend in 
sub-federal institutional linkages is 
having an impact on the policy envi- 
ronment of the Government of 
Canada. Future research will further 
examine the potential policy implica- 
tions of these developments. 


A Fourth Option 


Readers will be familiar with the recur- 
ring debate in Canada regarding 
whether our policies should be tar- 
geted at reinforcing our bilateral rela- 
tions with the United States (the 
second option) or whether Canada 
should put the emphasis on the diver- 
sification of its export markets and a 
more multilateral approach to interna- 
tional issues (the third option). This 
debate has been a constant in Cana- 
dian politics. In the context of the 
10th anniversary of NAFTA, and the 
review of Canada’s foreign and 
defence policies, this debate is at the 
forefront of the policy agenda. 


One premise is that it is not incompat- 
ible for Canada to be an active player 
both on the North American scene 
and on the international stage. Indeed, 
to remain a meaningful economic 


actor in the current international 
economic context, Canada must 
maximize the potential benefits from 
an integrated North American market. 
It is illusory to believe that Canada 
can be competitive in world markets 
if it cannot maximize its opportunities 
within the North American market. 

If Canadian firms and workers are 
able to hold their ground in markets 
close to home, then they will be in 

a position to succeed in international 
markets. 


Hence, one can describe the fourth 
option as a policy approach that aims 
at maximizing our access to — and 
success in — the US market, thus pro- 
viding the economic foundation to 
become a competitive force in world 
markets. This would imply, among 
other initiatives, doing what is neces- 
sary to enhance the role of Canada as 
a gateway to the vast US market. 


Taking some steps to implement fully 
or to move gradually toward a customs 
union would be a move in this direc- 
tion as it would eliminate one of the 
remaining obstacles to trade between 
Canada and the United States, and 
would enhance significantly the attrac- 
tiveness of Canada as a gateway to the 
US market. Looking at ways to reduce 
regulatory differences between Canada 
and the United States would also pro- 
vide impetus to this initiative. Leverag- 
ing the vastly larger US regulatory 
resources and better co-ordinating 
regulatory approaches between the 
two countries would go a long way 

in making Canadian firms more com- 
petitive in the US market, a prerequi- 
site to international competitiveness, 
and in making Canada more attractive 
to foreign investors. 


A better understanding of the increas- 
ing role of sub-federal institutions and 
linkages will also support the objective 
of maximizing the benefits to Canadi- 
ans of North American integration. 
Given the rising complexity and rich- 
ness of Canada-US relations, there 

is ample space for different levels of 
actors and institutions to ensure a 
smooth functioning of the relation- 
ship. However, while the Government 
of Canada cannot initiate and monitor 
the numerous levels of interaction 
between the sub-federal actors, it can 
provide a guiding framework and 
logistical support, while tapping the 
potential offered by these linkages to 
better understand and influence the 
US policy process. 


The policy initiatives being examined 
by the PRI do not constitute a suffi- 
cient condition to maximize the 
benefits from North American integra- 
tion, but they are a necessary condi- 
tion. Steps toward a customs union, 
enhanced regulatory co-operation and 
an increasing role for sub-national 
institutions must be part of a coherent 
policy stance that will include other 
comprehensive initiatives to address 
issues regarding defence, security, 
energy, and the environment. 
Research to date would suggest that 
this can be achieved without eroding 
essential Canadian values. 


During the next months, the research 
undertaken. by the PRI will help policy 
makers identify some potential initia- 
tives that will maintain and enhance 
Canada’s competitive position in 
North America and the world. 
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Introduction 


s generally defined, public 

regulations are interventions 

into the decision making of 
consumers and producers to correct 
some type of market failure, and as 
a consequence, to improve resource 
allocation and better social welfare. 
Regulations are a key tool of economic 
and social governance. Indeed, in its 
review of regulatory reform in Canada, 
the OECD noted that the quality of 
Canada’s regulatory governance and 
its continued efforts to improve its 
regulations are almost certainly key 
contributors to Canada’s success in 
terms of both economic performance 
and the achievement of its social 
goals. The importance of a nation’s 
regulations to the well-being of its 
citizens is beyond debate. 


However, bad regulations do occur. 
They result from unnecessary regula- 
tions, use of regulations as technical 
barriers to trade, lack of co-ordination 
of regulations among important eco- 
nomic partners, poor implementing 
mechanisms of good regulations, 

or more stringent regulations than 
are needed to achieve the regulatory 
objectives. They alter the incentives 
structure in the economy in a 
perverse manner, with a consequent 
welfare loss. 


Concerns about the economic effects 
of regulations have been prominent 
on the government regulatory agenda 
for some time. In 1992, as part of its 
Prosperity Agenda aimed at ensuring 
Canada’s competitiveness in the global 
market place, the Canadian govern- 
ment undertook a comprehensive 
regulatory review. The review was 
driven by, among other things, the 
concern that regulations were impos- 
ing unnecessary costs on business 
and consumers, thus impeding 


competitiveness. In 1994, the govern- 
ment argued, in its Jobs and Growth 
Agenda, that too many regulations 
were developed with little considera- 
tion for their impact on competitive- 
ness and were weighing on Canada’s 
productivity. 


In recent years, the persistence of pro- 
ductivity and income gaps between 
Canada and the United States raised 
the issue of whether part of these gaps 
could be attributed to more restrictive 
regulations in Canada. This partly 
originates from research showing that 
regulations contributed significantly 
to the productivity slowdown in the 
United States in the 1970s. Recent 
research also points to strong, almost 
always negative, links between eco- 
nomic performance and the burden 
of the regulations. Furthermore, 
evidence from cross-country studies 
suggests that country differences in 
regulatory regimes partly explain 
international differences in economic 
performance. 


Canada’s proximity and extensive 
trade links to the world’s largest eco- 
nomic power, the United States, have 
made Canada a forerunner in the 
development and management of reg- 
ulations in a globalized world. These 
factors have influenced recent devel- 
opments in the Canadian regulatory 
system, including a Canada-US regula- 
tory rapprochement and co-operation 
in various economic sectors (Center 
for Trade Policy and Law, 2004). To the 
extent that regulations have an impact 
on a country’s international competi- 
tiveness through productivity, invest- 
ment, or research and development, 

it is the efficiency and efficacy of its 
regulatory regime, relative to its major 
trading partners, that matters most. In 
the case of Canada, a persistent gap in 
the burden of regulations relative to 
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TABLE 1 


The Evolution of Canada’s Regulatory Policies 


e Ensure social regulations were justified 


Increase public involvement in the con- 


Reduce regulations where warranted 


Greatest net benefit to Canadians 


Responsive Regulation to make the regu- 
latory system more flexible, accountable 


Greatest net benefit to Canadians 
Reducing regulatory burden on small 


Focus of Reform 


Ex ante assessment of social regulations 
given all impacts 

Private sector involvement in develop- 
ment of social regulations 


Provide early notice of proposed 
changes in regulatory activity 


Aspects of the rule-making process 
(e.g., public consultation, early notice 
and political control of regulatory 
decisions) 

Federal-provincial regulatory 
co-operation 

Improve the efficiency and effectiveness 
of existing regulatory programs 


System-wide issues, such as compliance 
and competitiveness 
Alternatives 


Mechanisms 


Socio-economic impact analysis for 
major health, safety, and fairness regula- 
tions required in 13 designated depart- 
ments 


Regulatory agenda published twice a 
year 


Ten guiding principles 

Citizens Code of Regulatory Fairness 
Appointment of a minister responsible 
for regulatory affairs and a secretariat 
Regulatory Plan 

Prepublication of draft regulations 

RIAs 

Systematic review of regulatory pro- 
grams over a seven-year recurrent cycle 


Government of Canada Regulatory 
Policy approved by Cabinet, under 
authority of the Financial Administration 
Act 


Meet regulatory requirements 

Increase administrative responsiveness 
Equivalency and operational agreements 
with other levels of government 


Oversight 

Consultation/working in partnership 
with stakeholders 

Compliance and enforcement policies 
Alternative compliance 
Inter-governmental co-ordination 


Risk management framework 

Change to the federal Regulatory Plan 
to include information on costs and 
benefits 


Regulatory Process Management 
Standards 


Demonstrates links between policies 
(including regulations) and actual out- 


Date Objective 
1978 
given all impacts 
1983 
sultative process 
1986 Fairness and efficiency 
Regulating smarter 
1992 
Innovation and flexibility 
Cost effectiveness 
National single market 
Competitiveness 
1993 
and responsive 
1995 
business 
1997 
comes 
1999 


Improve the regulatory management 
system and raise compliance by 
departments 


Performance assessment of regulations 


Consolidate regulatory policy, process, 
and decision-making responsibilities 
with a single Cabinet committee 
Consolidate support for these responsi- 
bilities with a single central agency 
Explicitly link the regulatory policy to 
other Cabinet directives 


Under the Improved Reporting to Parlia- 
ment Project, requirement for two 
annual departmental reports: plans and 
priorities, and performance reports, 
both tabled in Parliament 


Regulatory policy transferred from the 
Treasury Board Secretariat to the Cabi- 
net Special Committee of Council (SCC) 
Establishment of the Regulatory Affairs 
Division in the Privy Council to support 
regulatory processes, and the regulatory 
policy, and brief the SCC 
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Date Objective cont'd 

2000 e Results for Canadians 

2003 e Smart Regulations 
Note: 


Focus of Reform cont’d 


e Introduce a management approach, 


Mechanisms cont'd 


Promotion of core initiatives: 


focusing on citizens, clear set of values, e Citizen-centred service delivery 


achievement of results, responsible 


¢ Government of Canada Online 


spending e¢ Modern comptrollership 
e Improved reporting to Parliament 
¢ Program integrity 
e Developing an exemplary workplace 
+ Develop a regulatory strategy designed e Five principles: effectiveness, flexibility, 


for the 21st century 


transparency, accountability, co-peration 


e Identify priority sectors and areas requir- 


ing regulatory review and provide an 
external perspective on current issues 
identified by departments and stake- 


holders 


An explicit regulatory policy was issued in 1986, and revised in 1992, 1995, and 1999. The other two policies, Responsive Regulation in 1993 


and Results for Canadians in 1997, were not designated regulatory policies, but had just as profound an effect on the government's approach 


to regulation making. 


Sources: OECD/PUMA and updated by the Policy Research Initiative (PRI). 


the United States will result in the 
erosion of Canada’s competitiveness 
in the US market. 


In this paper we first use a recently 
developed OECD database on regula- 
tory indicators to assess the extent of 
regulatory convergence in the burden 
of regulations between Canada and 
the United States.! 


Then, combining Canadian and US 
data on the relative burden of regula- 
tions and econometric estimates of the 
impact of regulations on key economic 
variables, we evaluate the benefits of 
regulatory convergence between 
Canada and the United States. 


The results show that no convergence 
in the economic restrictiveness of 
regulations has taken place between 
Canada and the United States during 
the period for which data are available. 
As well, we find that the benefits of 
regulatory convergence between 
Canada and the United States are 
positive and significant. 


Trends in Economic 
Restrictiveness of Regulations 
in Canada and the 

United States 


The result of Canada’s regulatory 
reforms for more than 25 years has 
been an end to regulatory inflation. 
Over this period, the number of 
provincial regulations in force has sub- 
stantially declined and, in the last 

10 years, the number of federal regula- 
tions has stabilized. The overall decline 
in the total number of regulations has 
also been accompanied by substantive 
changes in the design, objectives, and 
management of the regulatory process, 
with an increasing focus on flexibility, 
accountability, regulatory outcomes, 
and economic effects (Table 1). 


In addition, while the level of absolute 
aggregate regulatory costs to con- 
sumers, producers, and governments 
(Mihlar, 1996) has increased, its rate 
of growth has declined, and its share 


of gross domestic product (GDP) has 
not varied significantly.2 Indeed, based 
on one particular estimation method, 
it has stayed in the 12% to 13% range 
for an extended period, and has even 
declined from 1980s levels (when it 
had reached its highest point). How- 
ever, in an increasingly integrated 
world economy, it is the relative bur- 
dens of the regulations across compet- 
ing economies that are most relevant. 
At this point, it is worth noting that 

it is reasonable to assume that high- 
income OECD countries have similar 
demands for public goods and services 
produced by regulations. In other 
words, high-income OECD countries 
are more or less seeking similar regula- 
tory outcomes. If that is the case, dif- 
ferences in regulatory restrictiveness 
merely mean that countries are achiev- 
ing their regulatory objectives with 
different regulatory instruments and 
cost levels. Large differences between 
these countries in the costs and 
burden of regulation may reflect 
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FIGURE 1 


Overall Regulatory Restrictiveness Index: 
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Source: Computed based on OECD Regulations database. 


differences in the efficiency of the 
respective regulatory regimes. 


A number of OECD studies demon- 
strate that, compared to many other 
OECD economies, Canada’s regulatory 
regime is internationally competitive. 
However, there are various types of 
regulations (legal framework regula- . 
tions, economic, social, and adminis- 
trative regulations), each achieving 
different objectives and imposing dif- 
ferent constraints on the economy. 

A comparison of regulatory regimes 
must account for this diversity, and 
find a metric that meaningfully meas- 
ures the level of restrictiveness the reg- 
ulations individually impose on the 
economy, and aggregate them into 

an overall economic burden index. 


The OECD has developed such a regu- 
latory index, and has used it to study 
the economic impacts of regulations 
in the various OECD member coun- 
tries, as well as to compare regulations 
across various national jurisdictions 
(Nicoletti et al., 2003). In this article, 
the index is used to compare the bur- 
dens the regulatory regimes of Canada 
and the United States impose on the 
respective economies. 


The OECD index focuses on state con- 
trols and barriers to entry as the two 
categories of regulations likely to have 
a significant impact on governance, 
market competition, and international 
competitiveness. The regulations are 
aggregated into an economy-wide 
indicator of regulatory restrictiveness. 


The aggregate restrictiveness index 
that measures the extent to which reg- 
ulations are a burden to the economy 
confirms what the regulatory trends 
already suggested. During the 1975 to 
1998 period, for which comparable 
data are available, both Canada and 
the United States reformed their regu- 
latory regimes. The outcome (Figure 1) 
was a continuous decline in the 
weights of the regulations on both 
economies. Regulations in place in 
the 1990s were far less constraining 
for both economies. 


However, it is apparent that, through- 
out the period of analysis, Canada’s 
regulatory regime, even with reform, 
has been more constraining on the 
economy than that of the United 
States. The gap, which was highest in 
the early 1980s, had narrowed in the 
mid and late ’80s, but has exhibited an 
increase since 1991. Figure 1 begs an 
important research question: If the 
Canadian index value equalled that of 
the United States (total convergence), 
how much higher or how much 

faster would Canada’s productivity 
grow, and how much more capital, 
labour, and intermediate inputs 
would be used? 


Canada’s regulatory competitiveness 
with most OECD countries does not 
extend to foreign direct investment 
(FDI) regulations. Even though the 
restrictiveness of the regulatory regime 
has been declining over time, Canada 
lags both the OECD average and the 
United States, and this is the case 
both in the aggregate and in all the 
various sectors. 
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Benefits of Regulatory FIGURE 2 


Convergence Between FDI Restrictions Over Time 
Canada and the United States 


Using the average OECD estimate 

_ of the impact of regulations on the 

| investment rate (investment/capital 

. stock), we have calculated that, if 

| Canada had had the same degree of 
regulatory restrictiveness as the United 
_ States from 1976 to 1998, there would 
have been an average increase in 
investment of about US$1 billion per 
year. If Canada’s regulatory regime had 
changed at the same pace as that of 
the United States, total investment in 
the Canadian economy would have Canada OECD United States 
been higher by about US$400 million 
per year, on average. In other words, 
Canada would have had an average 
of 30% more investment per year than FIGURE 3 
what it actually had over the period. 


Source: Golub (2003). 


FDI Restrictions by Sector: 


Using the same types of calculations, Average of 1980. 1990. 2000 
we estimate that the R&D share of the 1 ; 


GDP would have been 6% higher had 


Total 

there been a total regulatory conver- . 

gence between Canada and the United Nee EE SOT 

States (Ndayisenga and Downs, 2004). Electricity 

This amounts to more than $367 mil- Transports 
lion extra R&D per year, on average. 

Hotels and restaurants 


Furthermore, our estimates suggest the 


gap in the OECD regulatory index for AES 
Canada and the United States explains Distribution | 
about 17% of the gap in the R&D Gonstnucion 


intensity between the two countries. eT Oa 


What Can Be Learned? Business Services mme, | | | | | 


The literature review and Canada- 0 0.1 DOS 04) OS 06 07 08 
specific estimates on the economic 
effects of regulations contain a num- 
ber of useful lessons (see the accompa- 
nying review). First, the bulk of the 
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First, with increased incomes and the 
emergence of novel industries, comes 
more demand for regulations (health, 
safety, environment). Second, with the 
elimination of tariffs as protectionist 
instruments, countries are likely to 
resort to less transparent measures, 


such as regulations, to shield them- 
selves against international competi- 
tion. Finally, increased competition in 
international markets and for foreign 
direct investment demands that 
Canada’s regulations take into account 
the regulatory frameworks of its main 


Regulation and Economic Performance 


A Review of the Literature 


s the assessment of benefits 

of convergence is based on 

the significance of the links 
between regulations and various indi- 
cators of economic performance, the 
following is a brief review of the 
empirical results in this area. This 
review is restricted to studies that deal 
with OECD countries. 


Caution must be exercised in the inter- 
pretation of the effects of regulations 
on economic performance for at least 
two reasons. First, an important ques- 
tion is the lack of full accounting of 
the outputs of regulations, such as bet- 
ter health and safety, better business 
practices, and a cleaner environment, 
despite the fact that businesses and 
governments incur costs in producing 
these public goods. Under these condi- 
tions, the regulatory impacts on pro- 
ductivity and GDP will be biased 
downward as the same number or 
fewer outputs appears to be produced 
with more inputs after regulations are 
imposed. Second, econometric studies 
that purport to measure the aggregate 
impact of regulations on economic 
performance face a significant data 
hurdle, as there generally is no overall 
time series summary measure of the 
restrictiveness that regulations impose 
on economic activities. 


Regulations and Productivity 


Historically, there has been strong 
interest in the impact of regulatory 
regimes on productivity. The produc- 
tivity slowdown in the United States 
in the 1970s corresponded with an 
increase in regulatory activity. The 
wave of environmental and health 
and safety regulations in that period 
gave rise to a number of studies assess- 
ing their effects on productivity. 


As a general statement, there is sub- 
stantial variation in the magnitude 
and significance of productivity effects 
of regulations by industrial sector, by 
type of regulation, and by the vari- 
ables used to quantify regulations 
(number of regulations, regulatory 
expenditure, size of regulatory staff, 
etc.). However, overall, the bulk of the 
studies points to a significant negative 
impact of regulations on productivity 
and productivity growth. 


Research results from recent studies 
using better data and a broader coun- 
try coverage are consistent with this 
conclusion. For example, Nicoletti and 
Scarpetta (2003) concluded that econ- 
omy wide-market regulations that curb 
competition and private governance 
have a negative impact on productiv- 
ity by slowing down the technological 


trading partners, particularly those of 
the United States. Fourth, for a trading 
country such as Canada, it is the effi- 
ciency and the efficacy of its regula- 
tory regime relative to its major 
trading partners that matter most. 


catch-up. That is, regulations tend to 
decrease the firm’s adoption rate of 
best practice technologies from fron- 
tier countries. Stephano and Tressel 
(2002) identified significant negative 
indirect productivity effects when reg- 
ulations are modelled to interact with 
a technology gap variable. They con- 
cluded that strict regulations have a 
particularly detrimental effect the fur- 
ther the country is from the technol- 
ogy frontier. In essence, regulations 
reduce the scope for knowledge 
spillovers by reducing the entry of 
new firms or the incentive to innovate 
faced by incumbent firms. 


Regulations and Investment 


There are at least three channels 
through which market regulations 
affect investments. First, regulations 
may explicitly mandate the use of cer- 
tain technologies. Second, entry barri- 
ers resulting from regulations may 
affect the markup of prices over mar- 
ginal cost, thereby determining the 
number of firms and the amount of 
investment in the given sector. Third, 
regulations and associated compliance 
costs may affect the cost of adjusting 
capital stock, therefore impeding fur- 
ther investments. In addition, rate of 
return regulations change the relative 
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_ prices between capital and labour, and 
| can result in substitution between 


these factors of production. In particu- 
lar, a cap on the rate of return to capi- 


| tal will lead to an increase in capital 


stocks to maximize the basis from 
which compensation to capital will 

be calculated. Eliminating the rate of 
return will decrease new investments. 
Deregulation of public enterprises may 
also lead to decreased investments, 


_ because of changes from bureaucratic 


incentives to market-driven incentives 
and the shift from a mixed political- 
economic and public-private operating 
environment to a purely economic 
and private environment. Thus, the 
impact of regulatory policy on invest- 
ment is an empirical question. 


In a study of the links between invest- 
ment and regulation, Alesina et al. 
(2003) concluded that tight regulation 
of product markets in OECD countries 
has had a large negative impact on 
investments. Ownership restrictions 
do not have as important an effect as 
entry barriers. They found no statisti- 
cally significant relationship between 
investments and public ownership 
regulations. Entry barrier regulations 
have the most significant effect. In 
addition, the study also showed that 
the increase in investment decreases 
as restrictiveness is reduced further 
(i.e., there is decreasing returns to 
deregulation). 


Nicholetti et al. (2003) studied the 
impact of product market regulations 
on trade in goods and services as well 
as foreign direct investments. They 
found that product regulation that 
curbs competition has a negative and 
significant impact on foreign direct 
investments. They posited that what 
matters most in the case of bilateral 
foreign direct investment outstocks is 


not so much the regulations in the 
host or home country. Rather, it is the 
ratio of the regulatory indicators in the 
two countries. The policy implication 
is that, to attract investment, it is not 
enough for a host country to have 
good regulations. They must be better 
(i.e., less restrictive) than those in the 
home country. 


Their conclusion is that aligning regu- 
lations on those of the most liberal 
OECD countries would increase 
OECD-wide inward foreign direct 
investments by more than 10%. They 
also concluded that a general conver- 
gence of regulations in the OECD 
toward the most liberal would increase 
exports by over 10%. The gains would 
be even more significant in the serv- 
ices sector as it is estimated that the 
volume of trade would increase by 
about 30% with liberalized regulations. 


Regulations and Innovation 


Studies of the impacts of economic, 
administrative, and social regulations 
on innovation are limited and mixed. 
In a cross-country study of the impacts 
of economic and employment regula- 
tions, Bassanini and Ernst (2002), 
using the ratio of business R&D to 
output as a measure of innovation, 
concluded that there is an unambigu- 
ous negative relationship between 
innovation and trade-restricting eco- 
nomic regulations. Furthermore, they 
provided some evidence that strict 
labour market regulations could 
decrease R&D spending in high tech- 
nology industries. On the other hand, 
strong protection of intellectual prop- 
erty rights tends to be positively 
associated with R&D intensity. 


Koch et al. (2003) evaluated the 
impact of regulatory policies on 
innovation in OECD countries. 


They estimated that regulations are 
responsible for about one third of the 
gap in the R&D intensity between 
Canada and the United States. 


Regulation and Trade 


There is also evidence that, in the case 
of trading countries like Canada, regu- 
latory reform enhances the benefits 

of trade liberalization. In their recent 
study, Bolaky and Freund (2004) found 
that the effect of increased trade on 
growth is absent in highly regulated 
countries. Excessive regulations restrict 
growth, because resources are pre- 
vented from moving into the most 
productive sectors and to the most 
efficient firms within sectors. In addi- 
tion, in highly regulated economies, 
increased trade is more likely to occur 
in the wrong goods, that is, goods 
without comparative advantage. 


References 


Alesina, Alberto, Silvia Ardagna, Giuseppe 
Nicoletti, and Fabio Schiantalleri. 2003. Regu- 
lations and Investments. OECD working paper, 
ECO/WKP(2003). 


Bassanini, A. and E. Ernst. 2002. Labour Mar- 
ket Institutions, Product Market Regulations and 
Innovation: Cross-Country Evidence. OECD 
Economics Department Working Papers, 

No. 316. 


Bolaky, Bineswaree and Caroline Freund. 
2004. Trade, Regulations, and Growth, Work- 
ing Paper No.3255, The World Bank, 
March 24. 


Center for Trade Policy and Law. 2004. 
“Canada-United States Networks of Coopera- 
tion.” Discussion Draft. 


Golub, S. (2003). Measures of restrictions on 
inward foreign direct investment for OECD coun- 
tries. OECD Economics Department Working 
Papers, No. 357. 


Koch, Kevin, Mohammed Rafiquzzaman, 
and Someshwar Rao. 2003. “The Impact of 
Regulatory Policies on Innovation: Evidence 
from G-7 countries.” Industry Canada. 


Mihlar, Fazil. 1996. “Regulatory Overkill: The 
Costs of Regulation in Canada.” Fraser Insti- 
tute, Vancouver. Processed. 


HORIZONS VoLuME 7 NUMBER 1 


PoLicy RESEARCH INITIATIVE 


15 


Ndayisenga, Fidèle and André Downs. 2004. 
“Economic Impacts of Regulations: Effects of 
Regulatory Convergence between Canada 
and the United States.” Paper presented at 
the Canadian Economics Association Annual 
Meeting, June 3-6, 2004, Toronto, Canada. 


Nicoletti, Giuseppe and Stefano Scarpetta. 
2003. “Regulation, Productivity and Growth: 
OECD Evidence.” Economic Policy (April). 


Nicoletti, G. et al. 2003. Policies and Interna- 
tional Integration: Influences on Trade and For- 
eign Direct Investments. OECD, Economics 
Department Working Paper No.359. 


Stephano, S. and T. Tressel. 2002. Productivity 
and Convergence in a Panel of OECD Industries: 
Do Regulations and Institutions Matter? OECD 
Economics Department Working Paper 
No.342. 


Notes 


1 This article is derived from a larger 
research paper. In the study, two regula- 
tory regimes are said to converge when 
they impose a similar economic burden 
on the respective economies. That is, 
they equally restrict economic activity in 
the countries or regions of interest. 


2 Expenditures include administrative cost, 
compliance cost, and cost of political 
activity related to regulations. 


3 To construct the index, each regulation is 
assigned a number between 1 and 6 
where higher numbers are assigned to 
more restrictive regulations. The aggre- 
gate index is a weighted average of the 
individual regulatory indices. The 
weights are derived using factor analysis 
and are proportional to the contribution 
of a given regulation to the overall vari- 
ance in the data. 


4 A detailed literature review on the eco- 
nomic effects of regulations can be found 
in Ndayisenga and Downs (2004). 


Expert Workshop on Measuring Social Capital for 
Public Policy 
PRI-SSHRC Policy Research Roundtable Event 
June 8, 2004 


This workshop brought together experts to examine different empirical strate- 
gies and measurement tools used in social capital research. Emphasis was 
placed on the measurability of the resources produced by social networks as 
core constituent elements of social capital. The workshop drew on the knowl- 
edge of Canadian researchers as well as measurement specialists from abroad 
to identify essential elements of a “toolbox” for analyzing social capital for 
purposes of developing and assessing government programs and policies. 


For more information on this event, please contact Catherine Demers at 
613.943.1997 or by email at c.demers@prs-srp.gc.ca. 


in Canada 
PRI Symposium 
June 14-15, 2004 


Economic Instruments for Freshwater Management 


This invitational symposium brought together international and Canadian 
experts to examine the benefits and drawbacks of increasing the use of eco- 
nomic instruments to manage and conserve freshwater resources in Canada. 
Topics covered included: review of best practices in Canada and other coun- 
tries; using market forces to allocate water resources; disincentives to the use 
of market-based instruments; and, ensuring the complementarity of market 
and other policy instruments to better conserve freshwater resources. 


For more information on this symposium, please contact lan Campbell at 
613.992.3704 or by email at i.campbell@prs-srp.gc.ca. 


North America Integration: The Emergence of 


Cross-Border Regions 


PRI-SSHRC Policy Research Roundtable 


June 21-22, 2004 


This invitational roundtable brought together international and Canadian 
experts to examine the sub-national dimensions of Canada-US economic 
integration. Topics covered included: the territorial recomposition of economic 
activities and the emergence of cross-border regionalism, the institutional 
dynamics of province/state relationships, and the reconfiguration of 

the value and cultural space in a decade of growing interdependence. A 

special emphasis was put on the policy implications for the Government 


of Canada. 


For more information on this roundtable, please contact André Downs at 
613.995.3655 or by email at a.downs@prs-srp.gc.ca. 
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n recent years, the regulatory e Will we be safer or less safe if 
review of new pharmaceutical Health Canada collaborates with 
products in Canada has been the the FDA in the review of pharma- 
focus of considerable controversy. ceutical products? 
Health Canada has been criticized e If we have limited resources for 
by industry for its slowness when regulation, where should they be 
compared with the US Federal Drug focused? 


Administration (FDA). However, it has 
only about one tenth of the resources 


e To what 


extent could we benefit 


from reciprocal recognition of regu- 
RE Eg latory decisions between the United 
Recently, Health Canada formally States and Canada, and is this a 
agreed to begin sharing data and find- realistic goal? 


ings with the FDA. With this develop- 
ment in mind, we should ask a few 
key questions. 


This paper attempts to provide some 
answers to these questions, and to 
explore how risky or safe collaboration 


e Does slowness in the regulatory with the United States might be. 


review of drugs really impact the 
health of Canadian citizens? 


GRAPH 1 


Composite average time interval (years) 


‘ 
witzerland EU Centralized Canada 
Procedure 


Market 


EH approval in market - launch in market 
£4) application in market - approval in market 


Em 1st World application - application in market 


The time taken for new medicines to be available 


Australia Japan 


to patients between 


1999 - 2001 varies across the major markets. New medicines are available 


to patients residing in the US before other major 
in Japan have to wait twice as long on average as 


Source: CMR International 


markets, and patients 
those in the US. 
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Does Regulation Work as 
It Should? 


Health Canada’s Performance 


Health Canada is responsible for 
assessing the safety, efficacy, and 
quality of new drugs developed by 
pharmaceutical companies. These 
new chemical entities (NCEs) can only 
be sold in Canada once regulatory 
review has been completed. Technical 
experts within Health Canada exam- 
ine data collected by pharmaceutical 
companies in pre-clinical and clinical 
trials. They also review the chemistry 
and manufacturing processes used to 
make the product.! 


Health Canada has typically been 
slower in reviewing drugs than the 
United States and other countries 
where regulatory standards are high 
(Anderson et al., 2002). Slowness has 
raised the ire of pharmaceutical com- 
panies since delays mean lost sales. 
Industry’s position is easy to under- 
stand. Canada represents around two 
percent of the market for pharmaceu- 
tical products. Since a popular new 
drug can easily have global sales of 
US$1 billion, delay in approving a 
drug by Health Canada can cost the 
company concerned C$75,000 per 
day in lost sales. 


Productivity in Drug Review 


The accuracy of the data on drug 
reviews has been debated in the litera- 
ture. The international comparisons 
cited above were used in a report pre- 
pared for Health Canada in 2003 
(Carruthers, 2003). Rawson and 
Kaitin independently analyzed the 
Canadian situation and reached 
similar conclusions. 
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Although Health Canada has been 
criticized for its performance com- 
pared to the United States, it has 
apparently been quite productive if 
one compares the number of 
approvals made per employee per 
year (Rx&D, 2003). The result is sur- 
prising since the FDA has been praised 
for its management approaches, and 
Americans are generally as productive 
as Canadians. 


Could a Less Profound Review Impact 
Safety? 


The less profound review in Canada 
is unlikely to have a major impact 
on safety. Modern standards for pre- 
clinical development and the early 
stages of clinical development are 
such that unsafe drugs are screened 
out relatively early in the process and 
never make it into full clinical trials. 


The FDA deploys 10 times more people in drug review than does 


Health Canada. We are being unrealistic if we believe the same 


quality of review can be carried out here. 


The difference is almost certainly due 
to the fact that the depth of reviews 
carried out in the United States is 
much more profound than those 
carried out elsewhere.2 The FDA 
dedicates more effort to each review; 
reviewers take the raw data amassed 
in clinical trials and reanalyze them. 
In Canada and elsewhere, reviewers 
are more likely to work with the phar- 
maceutical firm’s statistical analyses 
and summary data. 


The FDA deploys 10 times more peo- 
ple in drug review than does Health 
Canada. We are being unrealistic if we 
believe the same quality of review can 
be carried out here. The difference 
raises three issues. 


+ Does a less profound review impact 
safety? 

+ Could and should we work with 
the FDA to share its expertise? 


e What benefits and risks would 
accrue to Canada through collabo- 
ration? 


Those few drugs that enter clinical 
trials and are found to have severe 
adverse side effects in cohorts of 
patients are typically withdrawn by 
sponsoring companies. Apart from 
ethical issues, the threat of litigation 
in the United States is a powerful dis- 
incentive for firms to pursue relatively 
unsafe products. Finally, adverse side 
effects affecting extremely small 
percentages of patients are generally 
only discovered once a drug has been 
released into the market and given to 
very large numbers of patients. At this 
time, post-market surveillance tends 
to be going on internationally, and 
mechanisms for sharing data on 
adverse reactions are already in place. 


Canadians are, in a vicarious way, 
protected by the slowness of Health 
Canada regulators since deficiencies 
in safety are likely to have been iden- 
tified by the FDA and publicized 
before Canadian reviews are complete. 
From time to time, Canadian regula- 
tors do identify problems that escape 


the attention of the FDA. These tend 
to be reported anecdotally to argue 
in favour of an independent Health 
Canada review. However, they can 

| equally be used to support the case 
for collaboration. 


The strength of the FDA type of 

| review that digs deeply into raw 
clinical data is likely to impact efficacy 
(i.e., deciding whether the drug does 

| what it is really supposed to do) rather 
than safety. Indeed, the FDA is so 
stringent on this score that its 
approach has recently been criticized 
_in the editorial columns of The Wall 

_ Street Journal (2004). The Agency was 
actually censured for not approving 
an anti-cancer drug, Provenge, when 
retrospective analysis of clinical data 
showed it worked on a subset of the 
target population. 


If Canada were to collaborate with 
the FDA, the gains would likely accrue 
most in the evaluation of the efficacy 
of pharmaceutical products, although 
some minor gains would probably be 
made in the assessment of safety and 


quality. 
On What Basis Could We Work with 
the FDA? 


The FDA has already demonstrated a 
willingness to work with Canada (HC, 
2003). Canadian regulators are highly 
regarded for their professional expert- 
ise and commitment. In addition, 
some joint drug reviews have already 
been carried out as demonstration 
projects. Collaboration makes sense, 
because it can be based on mutual 
respect for technical expertise. More- 
Over, our regulatory system effectively 
constitutes a trade barrier to innova- 
tive drug firms, the majority of which 
are now located in the United States.3 


GRAPH 2 


“Productivity” In Drug Approvals 


D 


Drug Approvals Per Employee Per Year 


Canada 


Australia 


Collaboration would help to remove 
this barrier by shortening drug review 
times and would, therefore, be advan- 
tageous to the United States. 


The work each set of regulators might 
do in a collaborative environment 
could be based on what we know of 
current competencies. Canadian regu- 
lators are highly respected for their 
expertise in chemistry and manufac- 
turing. The FDA would likely be will- 
ing to accept Canadian contributions 
or even leadership on the quality 
assessment of pharmaceutical prod- 
ucts, extending some practices that 
have already been initiated. 


In contrast, the FDA seems to be most 
competent at assessing safety and effi- 
cacy. In a collaborative environment, 
however, sub-components of these 
assessments are likely to be carved 
out and partitioned between the two 
agencies when highly specialized 
expertise (e.g., in a specific disease 
state) is required. 


Work sharing does not imply mutual 
recognition of decisions, which 
requires agreements at the political 
level. However, in a collaborative 


working environment, both agencies 
are very likely to draw the same con- 
clusions from their data analyses. 


Comparison with the European Union 


In the European Union, a collaborative 
system has been developed through 
the European Agency for the Evalua- 
tion of Medicinal Products (EMEA). 
The Agency has established review 
standards and procedures for partici- 
pating countries. New drug submis- 
sions are handed to two member 
states that independently carry out 
reviews and report their findings to 
the Agency. The results come back to 
a committee of the EMEA for review 
and a decision. This is a somewhat 
different model to that proposed here, 
but it does show that collaboration 
between regulatory agencies is a rea- 
sonable goal. 


Therapeutics Access Strategy 


Regulatory collaboration with the 
United States has been on the drawing 
board for a long time.+ However, 
progress seems to be at hand. A mem- 
orandum of understanding with the 
FDA has been signed. In addition, 
Health Canada has developed the 
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Therapeutics Access Strategy, and has 
received $190 million over five years 
to help modify the drug approval 
system. How the funds will be used 
and what resources will be deployed 
for collaboration remains to be seen 
(HC, 2003b). 


What Benefits and Risks Would Accrue 
to Canadians? 


Three clear benefits would accrue to 
Canadians from collaboration with 
the United States: 


+ speedier access to beneficial drugs; 


¢ deeper review and analysis of a 
manufacturer’s clinical trial data 
leading to a better understanding 
of drug efficacy and safety; and 


+ enhanced deployment of resources 
within Health Canada. 


Better Access 

Gaining speedier access to beneficial 
drugs, especially those that target life- 
threatening diseases would be an 
important step forward. Such drugs 
are normally given priority review in 
Canada and the United States. Never- 
theless, the median time for priority 
review in Canada since 1996 has been 
304 days for 43 drugs approved; in the 
United States, 70 drugs were reviewed 
with a median time of 184 days (Raw- 
son, 2003). For patients suffering from 
AIDS or cancer, these differences can 
be very important. Mechanisms do 
exist for obtaining drugs under emer- 
gency release, but the attendant paper- 
work consumes time and energy, and 
the process does not provide treating 
physicians with the same levels of 
confidence as regulatory approval. 


Deeper Review 

Sharing with the United States would 
deepen our appreciation of safety and 
efficacy, specialties of the FDA. 


Equally, the United States would bene- 
fit from Canadian expertise, especially 
in the areas of chemistry and manu- 
facturing, where Canadian compe- 
tency is high. 


Enhanced Use of Resources 
Collaboration would allow Health 
Canada to reallocate some resources 
to those products that are specific to 
the Canadian market, and to place 
more emphasis on looking at the 
optimum use of approved drugs. 
With extra capacity, Health Canada 
would be able to do more in develop- 
ing strategy, and implementing new 
approaches in those areas of public 
health that are underserved, such as 
appropriate drug utilization, best med- 
ical practices, and clinical outcomes. 


Gearing up to collaborate is funda- 
mentally a management problem asso- 
ciated with aligning Canadian and US 
procedures and defining protocols for 
working together. The costs must 
surely be greatly outweighed by the 
benefits. Health Canada has the 
resources to support its Therapeutics 
Access Strategy and has made an 
agreement with the FDA. It should 
move forward quickly to consolidate 
the relationship. 


Where Should Resources 
Be Focused? 


Public expectations for the safety of 
pharmaceutical products are rightly 
very high. However, pharmaceutical 
products have, by and large, been very 
safe. Two factors have been at play. 


+ Methods and protocols for estab- 
lishing safety, efficacy, and quality 
have been carefully developed over 
the years, and are shared interna- 
tionally. 


e The products themselves are widely 
used in many countries, so regula- 
tory review and product monitor- 
ing are quite extensive. 


In Canada, we need to be more con- 
cerned about products destined specif- 
ically for the Canadian market. As far 
as possible, we should free resources 
for oversight in this area by sharing 
the workload on products that are 
sold internationally. 


Canadian-specific products are typi- 
cally prepared elsewhere in batches 
destined for Canada or are indigenous 
to Canada. They include, for example: 


e vaccines; 


e pharmaceutical products derived 
from blood; 


+ body parts for transplantation; 

¢ sperm; and 

+ biologics (drugs typically made in 
fermentation processes where the 
efficacy and safety of the product is 


highly dependent on manufactur- 
ing conditions). 


Blood-Derived Products 


Blood-derived products illustrate the 
importance of regulatory vigilance in 
Canada-specific products. 


Problems with the regulation of blood- 
derived products led to a major public 
health crisis in the late 1980s that has 
repercussions to this day. In a crisis of 
this kind, managers responsible for 
regulation and oversight as well as 
operations are working in extremely 
difficult conditions, trying to control 
situations in the light of uncertain 
knowledge. Decisions have to be taken 
quickly, and have a major impact on 
outcomes. This contrasts with the 
review of most pharmaceutical prod- 
ucts where systems and procedures 

are relatively well understood. 
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Blood illustrates the huge impacts 
on public health that can occur in 
areas where science may be poorly 
understood, and where products are 
specific to Canada. We, therefore, 
ought to concentrate our resources 
in these areas and to share work in 
regulatory situations where evalua- 
tion of products is routine and 
highly standardized. 


future trends will be very important. 
We would all be better served if 

this were done through international 
collaboration. 


The pharmaceutical sector has hit 
something of a crisis in the past few 
years. Discovering drugs for difficult 
diseases, such as Alzheimer’s, cancer, 
and neurological and autoimmune dis- 
orders, has proved very difficult. Drug 


Gearing up to collaborate is fundamentally a management 
problem associated with aligning Canadian and US procedures 


and defining protocols for working together. The costs must surely 
be greatly outweighed by the benefits. 


Health Outcomes Research 


Health outcomes research is an area 
where modest investments yield 
important returns in risk reduction 
and health care improvement. 


North American studies have demon- 
strated that non-compliance with a 
therapeutic regime and inadequate 
prescriptions are the main causes of 
emergency visits (Leboux, 2002). 


There is a need for more effort in 
research and education in the use of 
pharmaceutical products after they 
are released onto the market. Health 
Canada is sponsoring this kind of 
research, and should be actively 
involved in organizing strategy and 
structuring its conduct through inter- 
national collaboration. 


Evolution in the Pharmaceutical 
Sector 


The changing face of the pharmaceuti- 
cal industry will raise new challenges 
for regulatory agencies. Establishing 
best practices, benchmarks, and stan- 
dards with industry in anticipation of 


pipelines based on small molecules 
have been drying up, leading to a 
wave of mergers between multina- 
tional pharmaceutical firms. 


To redress the business problem, large 
pharmaceutical firms have been mak- 
ing alliances with smaller biotech 
companies. As a consequence, many 
drugs in the development pipeline are 
complex biological molecules where 
the quality and efficacy of the drug are 
highly dependent on the manufactur- 
ing process. Patents are beginning to 
expire on some of these molecules, 
and generic drug manufacturers are 
looking at them with interest. This 
trend is likely to require considerable 
regulatory vigilance on ongoing man- 
ufacturing. Here again, efficiencies 
could be achieved through extended 
collaboration between agencies. 


Pharmaceutical manufacturers are also 
being pressed to establish cost-benefit 
profiles before their products become 
eligible for reimbursement. We can, 
therefore, expect to see combinations 
of drugs and diagnostic devices enter- 
ing the regulatory process. Many of 


these will be based on genomic profil- 
ing of patients. Assessment of efficacy 
will become more complex and will 
require more work. 


To squeeze more value out of patent 
protection and improve patient com- 
pliance, pharmaceutical firms will 
increasingly combine two old drugs 

in a single package. This will raise new 
regulatory issues on how to circum- 
scribe target populations. 


Gene therapy will constitute a new 
approach to treatment. Delivery of 
therapies may require novel delivery 
systems that can release or express 
DNA or RNA sequences. Establishing 
guidelines for the regulation of these 
procedures will be a major technical 
challenge. Clearly, pooling the brain- 
power of researchers and regulators 
from several jurisdictions probably 
offers the best hope for building a 
satisfactory regulatory system. 


The FDA is already addressing a num- 
ber of these emerging technological 
areas through research and workshops. 
Greater collaboration on emerging 
issues would clearly be worthwhile 
(FDA, 2003). 


Overall, the pharmaceutical sector 
may not be sustainable in the current 
small molecule model. New drugs, 
based on molecular biology and tradi- 
tional organic chemistry, have been 
the main blockbusters of the last two 
decades, but this stream is drying up. 
Drug discovery is becoming a longer 
and more expensive procedure. In 
addition, generic substitution at the 
end of a patent lifetime is easily 
accomplished. Given this situation, 
innovative drug firms are likely to look 
increasingly at situations protected by 
multiple inventions (e.g., drug and 
delivery or diagnostic system), and by 
complex manufacturing systems that 
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cannot easily be emulated by generic 
drug manufacturers. All these factors 
will create challenges for regulators 
that should be addressed internation- 
ally, because the products are used 
around the world. 


Conclusion 


With its small population, Canada 
cannot afford to support regulatory 
agencies as large as those in the United 
States and Europe. It must therefore 
use its limited resources as wisely as 
possible. 


In the pharmaceutical area, small mol- 
ecule drugs tend to be used interna- 
tionally and are widely reviewed for 
their safety, efficacy, and quality by 
using standard, well-established proce- 
dures. Canada ought, therefore, to 
align itself with a highly respected reg- 
ulator, such as the FDA, to share work 
and findings for these highly struc- 
tured reviews. 


Moreover, we should be placing more 
collaborative effort into outcomes 
research to ensure that drugs are prop- 
erly used once they have been released 
onto the market, since numerous 
problems typically arise from over or 
under-medication of pharmaceutical 
products that are highly beneficial 
when used properly. 


Canada should redeploy valuable 
resources to areas where products are 
specific to the Canadian market, such 
as blood-derived products, body parts, 
vaccines, and other biologics. Recent 
history has shown that these products 
can pose major threats to the health of 
Canadians that probably go beyond 
risks inherent in small-molecule phar- 
maceuticals. 
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Moreover, Canada needs the resources 
to anticipate regulatory challenges 
associated with changing technology 
in the pharmaceutical industry and 
changes in social conditions. 


Given all these demands on Health 
Canada, the national regulator, we 
ought to share regulatory work and 
foresight wherever possible with 
trusted partners so we ensure appropri- 
ate coverage for managing Canada- 
specific challenges. 
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Notes 


1 Members of the public often believe that 
regulatory agencies actually test the drugs 
themselves. This is not the case. Compa- 
nies are responsible for integrating and 
analyzing test data collected by medical 
centres that conduct clinical trials. Agen- 
cies do, however, test the potency of 
products such as vaccines, which can 
vary between manufacturing batches. 


2 Data on human resources and informa- 
tion on analytical approaches taken from 
Rawson (2002). 


3 In addition to regulatory delays in drug 
approval, manufacturers are further ham- 
pered in accessing Canadian markets by 
provinces, which take a year or more 
before listing products for reimbursement 
on provincial formularies. Moreover, 
Canada does not provide patent term 
restoration, nor does it protect the inno- 
vator’s intellectual property to the same 
extent as other countries. These impedi- 
ments are among the reasons why R&D 
investments in Canada by multinational 
drug firms are below international aver- 
ages. See SECOR (2003). 


4 Ina report to Treasury Board in 1990 that 
was shared with Health Canada, SECOR 
proposed a Canada-US work-sharing 
mechanism as a means of improving effi- 
ciency in the regulation of pharmaceuti- 
cal products. 
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Introduction 


uch of the discussion about 

enhanced Canada-US eco- 

nomic integration, although 
extremely informative, has often been 
characterized by a lack of relevant 
empirical evidence. For example, 
proponents of further economic inte- 
gration often stress the administrative 
and compliance cost savings and 
efficiency gains associated with the 
elimination of rules of origin (ROO), 
regulatory differences, and other 
barriers to trade. But, little empirical 
evidence is brought forward. 


This article is an abridgment of a paper 
presented at the PRI-SSHRC Round- 
table of March 26, 2004. It reviews the 
available empirical evidence associated 
with two issues that will be key to any 
future discussions on the relative mer- 
its of a Canada-US customs union: 

the North American Free Trade Agree- 
ment (NAFTA) ROO and differences 

in Canadian and US tariffs. 


NAFTA ROO 
Are NAFTA ROO Too Costly? 


Rules of origin are used to prevent 
imports from third countries from 
taking advantage of the concessions 
made between member countries of 


a preferential trade agreement. The 
ROO determine the country of origin 
of a specific product, and the condi- 
tions under which the product quali- 
fies for preferential treatment. 


Governments incur administrative 
costs in implementing, administering, 
and monitoring ROO. Importers, 
exporters, and producers incur compli- 
ance costs to meet ROO requirements. 
The compliance costs include the 
paperwork associated with filling out 
forms to satisfy customs requirements, 
and the business costs associated with 
determining, meeting, and proving 
origin. These, in turn, may involve 
special computer systems and pro- 
grams, the cost of maintaining records, 
additional broker fees, and additional 
accounting and audit costs. 


In addition to compliance costs, busi- 
nesses will incur production costs, or 
economic costs, when they change 
production methods or input mixes 
solely to meet ROO requirements. 


Krueger reported that “Canadian pro- 
ducers have on occasion chosen to 
pay the relevant duties rather than 
incur the cost of proving origin” 
(1995: 15). This tendency was recently 
confirmed in discussions with Cana- 
dian exporters and importers. They 


We will continue to identify existing impediments to trade and invest- 
ment and work to eliminate them. Last October, at the NAFTA Commis- 
sion meeting in Montréal, we agreed on further improvements, including: 


e further liberalizing the NAFTA rules of origin; 


e greatly reducing transaction costs; and 


+ studying the potential of tariff harmonization. 


The Honourable Jim Peterson 
Minister of International Trade 


Speech to the Canadian Chamber of Commerce 


February 16, 2004 
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report that it is particularly the case 
when small shipments, small firms, 
or exporters with limited knowledge 
of NAFTA are involved. In addition, 
when it is difficult for firms to get a 
sufficient number of certificates of 
origin from suppliers, it is more likely 
they would choose to pay the most 
favoured nation (MEN) duty than try 
to claim NAFTA status. 


For US imports from Mexico, Cadot 
et al. (2002) calculated the NAFTA 
ROO compliance costs to business 
at 1.9% in 2000. Similarly, Carrère 
and de Melo (2003), using 2001 
data on US imports from Mexico, 
arrived at a compliance cost of 1.7% 
of Mexican exports. 


Although these estimates suggest 

that the costs within the context of 
Canadian-US trade could also be sig- 
nificant, precise empirical evidence 

is lacking. However, one can assume 
that the stricter and more demanding 
the rules of origin are, the higher the 
economic and compliance costs will 
be to businesses. 


Are NAFTA ROO Too Restrictive? 


Estevadeordal (2000) developed an 
index of the restrictiveness of different 
international ROO systems. The index 
can be interpreted as an indicator of 
how demanding a given ROO system 
is for an exporter. His index ranges 
from 1 (least restrictive) to 7 (most 
restrictive), and he found that NAFTA 
ROO are very restrictive — with an 
average index value of 5.1, compared 
to 4.5 for Pan-European ROO, and 

4.2 for the European Fair Trade Asso- 
ciation-Mexico ROO. 


The Australia Productivity Commis- 
sion (2003), which further refined the 
ROO restrictiveness index, concluded 
that NAFTA ROO are by far the most 
restrictive (see Figure 1). 


Rules of origin, which vary across products and agreements, add consider- 
ably to the complexity and add costs of participating in and administer- 
ing trade agreements. The burden of such costs falls particularly heavily 


on small and medium-size firms... 


The restrictive nature of ROO varies 
considerably from one sector to 
another. For NAFTA and many other 
free trade agreements, restrictive ROO 
are found in more politically sensitive 
sectors, such as textiles and clothing, 
the automotive sector, and agriculture 
(Estevadeordal, 2000). 


Do Importers Use NAFTA? 


Restrictive and costly NAFTA ROO 
create an incentive to use the MFN 
tariff rates rather than the NAFTA tariff 
to avoid the compliance costs. As 
such, restrictive ROO result in lower 


FIGURE 1 


Brenton (2003). 


utilization rates of the preferential tar- 
iff and reduced benefits resulting from 
the free trade agreement. 


A NAFTA utilization rate is the percent 
of imports that qualify for NAFTA 
treatment entering into a member 
country under the NAFTA preferential 
tariff rather than the MEN or some 
other tariff. Examining data on 
imports from Canada to the United 
States, Estevadeordal and Suominen 
(2004) demonstrated that NAFTA uti- 
lization rates declined with the intro- 
duction of NAFTA in those sectors 


Restrictiveness Index of Selective Trade Agreements 
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with more stringent ROO. This would 
suggest that there is an inverse rela- 

| tionship between utilization rates and 
the level of restrictiveness. 


Moreover, there are large intersectoral 
| differences in NAFTA utilization rates, 
| which are high for US imports from 
| Canada in fats and oils (98%), textiles 
and apparels (95%) and plastics (93%) 
and extremely low for jewellery (15%), 
wood products (17%) and pulp and 
paper (26%). These differences may 
reflect the restrictiveness of specific 
ROO, intersectoral differences in 
MEN versus NAFTA tariff rates, sec- 
toral variations in the ability of pro- 
ducers to qualify for NAFTA status, 
and the degree of trade friction within 
the sector. 


There are also large Canadian-US 
differences in NAFTA utilization: in 
the 20 sectors compared, six show an 
inter-country difference of less than 
10 percentage points, six have a differ- 
ence of 10 to 20 points, and eight post 
an inter-country difference that is 
greater than 20 points. 


The reasons for these differences have 
not yet been assessed, but the PRI is 
undertaking comprehensive analyses 
using disaggregated data on Canada- 
US NAFTA utilization rates to attempt 
to answer this question. 


What Are the Economic Effects of 
NAFTA ROO? 


There are several drawbacks to restric- 
tive ROO. First, to the extent that ROO 
hinder trade, the welfare gains associ- 
ated with a free trade zone are not 
realized. Second, and perhaps more 
important, NAFTA ROO can create a 
bias toward investment in the United 
States, since multinational firms seek- 
ing larger markets have an incentive to 
minimize uncertainty and costs that 


TABLE 1 
NAFTA vs MEN Tariffs 


Canada 2000 


United States 2000 


Average Duty-Free Tariff Lines 
Applied Tariff (% of total) 
NAFTA MEN NAFTA = MFN 

0.5 44 93 49 
0.3 4.6 LE 35 


Source: WTO World Trade Report 2003, Table IB 13. 


hinder trade within the FTA. This may 
contribute to Canada’s decline in the 
share of North American bound for- 
eign direct investment. 


Third, restrictive ROO can create 
incentives for producers to use mem- 
ber country inputs to satisfy ROO 
requirements rather than third coun- 
try inputs even though they may be 
less costly. This distortion of the sourc- 
ing and purchasing decision causes 
policy-induced allocation inefficiency. 


What do the quantitative studies 
reveal about these economic costs of 
NAFTA ROO? Appiah (1999) estimated 
the economic welfare costs of NAFTA 
ROO at 1.5 to 2.3% of GDP in his 
intermediate case.! The author found 
the more restrictive the ROO, the 
greater the cost in terms of foregone 
GDP. Using a model of Mexican 
exports, Cadot et al. (2002) examined 
a hypothetical NAFTA without ROO, 
and estimated that the elimination of 
ROO would increase Mexican exports 
to the United States by 17.8%. 


Ghosh and Rao (2004) found that 
eliminating NAFTA ROO between 
Canada and the United States would 
increase Canada’s GDP by 1.0%, the 
US GDP by 0.1%, Canadian exports to 
the United States by 19.2%, and US 


exports to Canada by 22.7%. (A 
summary of Ghosh and Rao’s study 
is featured elsewhere in this issue 
of Horizons.) 


Overall Assessment of NAFTA ROO 


Available empirical evidence suggests 
that NAFTA ROO result in large and 
unexpected economic costs that 
reduce the expected net benefits from 
trade. Research, to date, indicates 
NAFTA ROO are relatively costly and 
restrictive, utilization rates of NAFTA 
preferences are less than expected, and 
the economic costs of NAFTA ROO 
appear to be significant. 


A Canada-US Customs Union 


At its core, the creation of a customs 
union would require the negotiation 
and implementation of a common 
external tariff (CET) on third country 
imports. Other key components 
include harmonized external trade 
policies, a revenue sharing agreement 
for the customs duties collected at the 
external border, compatible customs 
procedures, and a supportive gover- 
nance structure. 


Are Canada-US MFN/NTR Tariff 
Rates Close? 


The complexity of the negotiation and 
implementation of a CET depends on 
the extent of inter-country differences 


eee ee Ls OE RE RE 0 
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TABLE 2 


Applied Tariffs by WTO Category and HS Section, 2002 


Total Tariff Canada? United 
Lines! States? 
8,364 6.8 oy 

WTO CATEGORIES 

Agriculture 1,263 DT, 9.3 

WTO Non-agriculture 7,086 4.2 4.2 
HS SECTION 
01 Live animals and products 274 55.6 11.4 
02 Vegetable products 438 4.5 4.0 
03 Fats and oils 62 oe 3.9 
04 Prepared foods, etc. 498 18.3 i322 
05 Minerals 174 tal 0.7 
06 Chemicals and products 1,102 3.2 a7 
07 Plastics and rubber 370 4.2 37 
08 Hides and skins 227 32 4.3 
09 Wood and articles Its 2.6 22 
10 Pulp, paper, etc. 194 0.6 0.5 
11 Textile and articles 1,421 9.8 9.6 
12 Footwear, headgear 104 11.6 13:5 
13 Articles of stone 185 3.4 Dsl 
14 Precious stones, etc. 65 25 3.0 
15 Base metals and products 893 2,2 25 
16 Machinery 1,423 2.0 1.6 
17 Transport equipment 238 de 2.6 
18 Precision equipment 345 Le 3.1 
19 Arms and munitions 32 3.9 FS 
20 Misc. manufactures 197 52 3.2 
21 Works of art, etc. 9 1.4 0 
Notes: 


| 


Number of Canadian tariff lines. 


2 WTO (2003) Trade Policy Report Canada. 


3 WTO (2004) Trade Policy Report United States. 


Difference 


ey 


in external tariffs, and the preferential 
trade agreements that member coun- 
tries have with third countries. With 
a Canada-US CET, there would be no 
need to use NAFTA ROO on bilateral 
trade. Duties would be collected on 
third country imports based on the 
common tariffs, and collected rev- 
enues would be allocated between 
Canada and the United States accord- 
ing to a revenue-sharing agreement. 


Based on 2000 data (Table 1), Canada’s 
average MEN tariff of 4.4% is already 
close to the US average MFN/NTR 
(normal trade relations) rate of 4.6%.2 
Moreover, 49% of Canada’s MEN tariff 
lines (i.e., traded items) are duty-free, 
compared to 35% of the US MFN/NTR 
tariff lines. Average tariff rates under 
NAFTA are very low in both countries, 
leading to a large NAFTA preference 
ratio (i.e., the MFN rate less the 
NAFTA rate). 


Analysis of 2002 tariff data categorized 
by Harmonized System (HS) sections 
(see Table 2) shows that Canada-US | 
differences in MEN/NTR tariffs tend 

to be relatively small. With Canada 
reporting an average applied tariff 

of 6.8% and the United States 5.1%, 
there is a difference of only 1.7 per- 
centage points. However, this differ- 
ence is mainly due to high tariffs for 
agricultural imports into Canada. The 
category of WTO non-agriculture, 
representing 85% of Canadian tariff 
lines, shows no difference in the aver- 
age applied tariff between Canada and 
the United States with both reporting 
an average tariff of 4.2%. 


Of the 17 non-agriculture sections, 
nine (representing 81% of non- 
agriculture Canadian tariff lines 

and 68% of all Canadian tariff lines), 
exhibit a Canada-US difference of less 
than one percentage point. 
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This suggests there are several sectors 
where Canadian and US MEN/NTR 
rates are sufficiently close to harmo- 
nize tariffs and eliminate ROO with 
minimal disruption. 


NAFTA already has the equivalent 

of a sectoral customs union in com- 
puters and computer peripherals, 
where, in one of the most unique 
features of NAFTA, the three countries 
eliminated or gradually harmonized 
their respective tariffs. Once within 
the NAFTA territory, these articles 

can move among Canada, Mexico, 
and the United States without further 


duty payment. 


The Economic Benefits from Moving 
Toward a CET 


Since Canadian and US tariff rates 
are already generally low and similar, 
the economic gains flowing from 
the adoption of a CET are much 
smaller than those associated with 
the elimination of the NAFTA ROO. 
For example, Ghosh and Rao (2004) 
examined the impact of a Canada-US 
customs union and found that the 
economic gains accruing to Canada 
as a result of tariff harmonization 
only were merely 0.1% of GDP.3 The 
United States would experience even 
smaller gains. 


Overall, the combined gain to Canada 
from the implementation of the CET 
and the elimination of ROO between 
Canada and the United States could 
reach about 1.1% of GDP or about 
$12 billion, based on the 2002 GDP. 
This would be a permanent annual 
gain. The combined economic benefit 
to the United States would be equiva- 
lent to a 0.12% increase in GDP or 
$US13.5 billion, based on the 2002 
US GDP. 


Concluding Remarks 


The issues surrounding the creation 
of a Canada-US customs union, either 
on an economy-wide or sectoral basis, 
are technical and complex, but the 
benefits could be substantial. Initial 
analysis of some of these issues sug- 
gests the following. 


e NAFTA ROO are highly restrictive 
compared to other ROO worldwide, 
and impose significant compliance 
costs on firms engaged in intra- 
NAFTA trade. 


e The elimination or reduction of the 
costs associated with the NAFTA 
ROO would provide significant 
economic benefits. 


e The relatively small differences 
in the external tariffs suggest the 
implementation of a CET would 
be associated with relatively small 
adjustment costs and small positive 
benefits. However, sensitive sectors, 
such as automotives, agriculture, 
and textiles, may warrant special 
consideration. 


Research exploring these issues, as out- 
lined in the original PRI workplan 
(PRI, 2003), is continuing. 


What Did The 
Experts Say? 


n March 26, 2004, over 

30 academics and government 

officials met in Ottawa to dis- 
cuss some of the key issues associated 
with North American Free Trade 
Agreement (NAFTA) rules of origin 
(ROO) and external tariffs involving 
Canada and the United States. This 
roundtable was part PRI-SSHRC (Social 
Sciences and Humanities Research 
Council) roundtable series, the objec- 
tive of which is the exchange of 
information between experts from 
academia and those responsible for 
the development and design of 
federal policies and programs. 


The Roundtable began with four 
short presentations that provided 
useful background material.4 The 
floor was then turned over to the 
invited experts and government 
officials. A wide-ranging discussion 
ensued, out of which there was con- 
siderable consensus. Three issues 
stood out. 


Difficulties with a 
Customs Union in the 
Current Environment 


It was generally accepted, at least for 
the time being, that a full Canada-US 
customs union and CET would be 
difficult to implement in the current 
environment, for both economic and 
political reasons. 


The audience understood there is an 
“opportunity cost” to pursuing a cus- 
toms union with the United States, 
at the expense of focusing on other 
public policy problems. Several felt 
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the benefits of a customs union, as 
estimated from the general equilib- 
rium model of Industry Canada, 
while significant, were nevertheless 
sufficiently small to warrant some 
caution when assessing the policy 
options available to reduce trade 
friction between the two countries. 
(See also the article by Ghosh and 
Rao in this issue of Horizons.) 


Professor John Whalley of the Univer- 
sity of Western Ontario and Dr. John 
Helliwell of the Bank of Canada were 
both surprised that these general equi- 
librium findings were even as high as 
they were. Richard Lipsey of Simon 
Fraser University pointed out that 

the Treaty of Rome (which led to the 
creation of the European Economic 
Community, and subsequently to the 
European Union) also had small num- 
bers. The lesson is that aggregate gen- 
eral equilibrium models almost always 
observe small welfare changes from 
policy changes. Many participants 
agreed that the identification of larger, 
dynamic benefits lies in the research of 
the micro details. They suggested that 
future research should be in the direc- 
tion of more disaggregated analysis, 
whenever possible. 


John Helliwell further elaborated on 


the opportunity cost of pursuing a 
customs union relationship with the 
United States. He noted that the US 
economy is shrinking relative to the 
world economy. Better, in his mind, 
to focus on building stronger relation- 
ships and linkages with other faster- 
growing countries, such as China. 
However, Bill Robson of the C.D. 
Howe Institute, while agreeing that 
Canada should pursue opportunities 
wherever they are, nevertheless argued 
that Canada has been benefiting from 


a strong trade relationship with the 
United States. He pointed out that 
the sectors that benefited the most 
from this relationship were those 

in which the most liberalization 
occurred, and it is these benefits that 
we would like to generalize to all sec- 
tors through a deeper relationship 
with the United States. 


A key problem identified by many par- 
ticipants that reduces the likelihood of 
a bilateral customs union arrangement 
with the United States in the short 


ments with the United States should 
not be viewed as completely closed. 
Should Chile or another country be 
willing to come into NAFTA, this 
would provide an opportunity to 
revisit ways to harmonize tariffs and 
ROO, and move further in the direc- 
tion of a customs union with the 
United States. 


Finally, several participants com- 
mented on the potential loss of con- 
trol over some trade policy levers that 
would accompany the creation of a 


Participants viewed changing NAFTA ROO as a much more 


do-able endeavour in the short term. Basically, ROO are a hassle 


for firms, and any impediment that hinders the ability of exporters 


to take advantage of opportunities invokes welfare costs. 


term is the perceived lack of interest 
on the part of the United States as it 
focuses on other domestic and inter- 
national policy issues. For example, 
Francoy Raynauld of the NAFTA Secre- 
tariat related how Canada may be the 
best trading partner of 39 of the US 
states, but this still translates to a very 
small proportion of US GDP. Because 
of this and other events, a Canada-US 
customs union is not top-of-mind for 
US decision makers. And if there was 
a United States interest, it is expected 
that Mexico would insist in being part 
of the process. Mr. Raynauld further 
suggested that the United States would 
not be attracted to any discussion that 
does not bear on its current topics of 
the day, which includes homeland 
security and the war on terrorism. 


However, Professor Lorraine Eden of 
Texas A&M University did point out 
a caveat. The front door to further 

discussion about alternative arrange- 


customs union. The maintenance of 
a CET would require Canada and the 
United States to harmonize the trade 
policy stance toward third countries. 
This would require both countries to 
offer a common front in multilateral 
discussions. For example, Canada’s 
current position on Cuba, and past 
relations with China, are areas that 
could have been constrained by a 
harmonized trade policy with the 
United States. 


How About Sectoral 
Arrangements? 


Despite the considerable challenges to 
a full Canada-US customs union, there 
was wide consensus that Canada could 
still pursue special arrangements at the 
sectoral level. Danielle Goldfarb of the 
C.D. Howe Institute suggested that 
Canada could build on special arrange- 
ments in the computer peripherals sec- 
tor, which would provide a precedent 
for sector harmonization elsewhere. 
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She further suggested that there are 

a number of candidate sectors where 
NAFTA and most favoured nation 
rates are low or close. This would 
require more analytical work on sec- 
toral options. She recommended Rolf 
Mirus’ research as a good start. 


David Sheehan of the Canada Border 
_ Services Agency acknowledged there 
_are advantages to getting rid of ROO 
wherever possible. Energies and 
resources tend to be devoted where 
_duties are high, because of the related 
_incentives to circumvent ROO, but as 
. more tariffs come down, and ROO are 
eliminated, more resources could be 
applied to the remaining more diffi- 
cult sectors, like apparel, textiles, and 
clothing. Benoit Robidoux of the 
Department of Finance reminded peo- 
ple that consideration would still be 
_ necessary as to the sequencing of sec- 
tors, since harmonization arrange- 
ments in one could have impacts on 
others. Individual sectors draw inputs 
from other sectors while at the same 
time providing inputs to these and 
other sectors. We need to know how 
these other sectors will be affected. 


André Downs of the PRI added a cau- 
tionary note: There are implications to 
picking the “low hanging fruit” of the 
more easily harmonized sectors. We 
will be left facing the difficult ones, 
and Canada’s ability to address these 
will then be limited. An alternative, 
and potentially more promising 
option, is to pursue all sectors at the 
same time, which would allow some 
potential trade-offs. Others suggested 
that the incremental approach will 
still free up resources that could be 
used to help address issues in these 
difficult sectors (e.g., agriculture, 
textiles, clothing), which in any case 


may not represent promising candi- 
dates until progress in reducing pro- 
tection is achieved within the WTO 
and other forums. 


Lorraine Eden also highlighted that as 
new preferential trade agreements are 
signed, and the worldwide system of 
regional arrangements becomes more 
complicated, it is more difficult to 
harmonize the ROO of two countries. 
Therefore, if worth pursuing, it is desir- 
able to move forward sooner rather 
than later. 


NAFTA ROO - Time for 
Change 


With respect to ROO, participants 
were virtually unanimous. They 
viewed changing NAFTA ROO as a 
much more do-able endeavour in the 
short term. Basically, ROO are a hassle 
for firms, and any impediment that 
hinders the ability of exporters to take 
advantage of opportunities invokes 
welfare costs. It was felt that Canada 
should strive to make NAFTA ROO 
more lenient. 


And indeed, the Government of 
Canada has already begun the process. 
The departments of Finance and 
Foreign Affairs have been actively 
engaged in a consultation process 
regarding NAFTA ROO. In December 
2003, they invited interested Canadi- 
ans to a consultation regarding both 
the harmonization of most favoured 
nation tariffs with the United States 
and Mexico and the liberalization 

of NAFTA ROO. Industry input is 
essential before policy advice on 
such technical issues goes forward. 
The United States has also received 
submissions, and Mexico will soon 
finalize its consultations. The three 
countries have agreed to meet in 


Washington to develop some recom- 
mendations with a target date of 
January 1, 2005 for a new more liber- 
alized NAFTA ROO. 


That having been said, there are 

still challenges. For instance, it was 
pointed out by Daniel Schwanen of 
the Institute for Research on Public 
Policy that there have been protec- 
tionist and other reasons for ROO 
that reflect the bargaining power of 
particular interests when NAFTA was 
negotiated. John Whalley reiterated 
that ROO are little understood. They 
are highly product-specific, and reflect 
a negotiation process responsive to 
commercial concerns. As Schwanen 
warned, we must be watchful that 
other protectionist barriers do not 
replace ROO. 


In addition to protectionist sentiment, 
John Helliwell outlined how there is 
a home bias of firms, so we should 
not have unrealistic hopes that elimi- 
nating ROO will suddenly result in 
more investment by US firms in 
Canada. The border will remain, and 
home bias will continue to influence 
the location of new ventures. Still, if 
ROO are streamlined or eliminated, 
Helliwell suggested that it would gen- 
erate growth in both bilateral and 
international trade. 


There were various times during the 
Roundtable when the participants 
focused on the low NAFTA utilization 
rates. Of course, the restrictiveness of 
NAFTA ROO is one reason. Falling 
most favoured nation rates, which 
reduce the importance of a NAFTA 
preference are another. As well, a 
number of participants commented 
on how it must be difficult and costly 
for firms to use NAFTA for complex 
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product mixes. For these products, it 
would be tough to account for the ori- 
gin of parts and intermediate inputs. 
Continued globalization will only 
make these difficulties worse. The 
problems facing small- and medium- 
size firms would be even greater. As 
Lorraine Eden pointed out, these and 
other costs, such as those related to 
compliance and information costs, 
always hit smaller firms harder. 


The Question of Governance 


In addition to the above three issues, 
several others bear mention. Professor 
Bill Dymond of Carleton University 


John Curtis of International Trade 
Canada also pointed out that ROO do 
not capture services, and outside of 
trade policies, there are issues related 
to the exchange rate and investment 
that are also important concerns. 


Closing Remarks and the 
Way Forward 
In the context of the PRI’s North 


American Linkages project, the Round- 
table was very useful. 


Pursuing a full customs union with 
the United States may not be consid- 
ered by some to be a realistic option 


Further analytical research should focus on why NAFTA 


utilization is so low. Special emphasis should be placed on the 


additional challenges faced by small- and medium-size firms 


in taking advantage of NAFTA. 


suggested that research be conducted 
on governance issues. He sees merit 
in finding ways to resolve problems 
without resorting to formal treaties, 
whether it is a customs union or 
another NAFTA-plus arrangement. 
He directed attention to what has 
happened within the European 
Union, where informal institutions 
have built up over a number of years. 


At times, the audience was reminded 
that there are many other issues of sig- 
nificance that impinge on cross-border 
relations, such as differences in regula- 
tions and standards, and obstacles to 
labour mobility. For this reason, John 
Whalley suggested that discussions 
with the US should go beyond negoti- 
ations on CET and ROO and encom- 
pass other trade obstacles. 
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at this stage, but all agree that efforts 
have to be deployed to reduce the 
restrictive and costly impact of ROO 
on bilateral Canada-US trade. 


However, some comments from the 
Roundtable also suggest that future 
research should be targeted to better 
understand NAFTA ROO. This includes 
Danielle Goldfarb’s suggestion of more 
detailed and disaggregated analytical 
research of a sectoral nature, given 

the importance of the sectoral option 
when it comes to harmonizing tariffs 
and liberalizing NAFTA ROO. Along 
these lines, Lorraine Eden suggested 
surveying the computer peripheral 
industry about corporate satisfaction 
with the harmonized rules in that 
sector. She suggested a follow-up 
survey for other industries to help 


identify new candidates for ROO 
harmonization. As pointed out by 
Benoit Robidoux, a better understand- 
ing of sectoral links will help in con- 
sidering how ROO harmonization 

in one sector may affect others. Of 
high importance is the impact of ROO 
on intermediate inputs and regional 
content and trade deflection. Such 
research would also be useful for 
understanding the sectoral and 
regional impacts of NAFTA. 


As well, the Roundtable helped to 
identify some emerging issues and 
future challenges. Along these lines, 
further analytical research should 
focus on why NAFTA utilization is so 
low. Special emphasis should be placed 
on addressing the issue of small- and 
medium-size firms and the additional 
challenges they face in taking advan- 
tage of NAFTA. Such research should 
examine the impact of NAFTA in the 
framework of business and investment 
decisions. 


While the jury is still out on the feasi- 
bility of a full customs union, it was 
pointed out that with any further 
expansion of NAFTA or development 
of any new regional trading arrange- 
ment including Canada and the 
United States, there would be opportu- 
nities to revisit many of these same 
issues. Governance issues will likely 
figure prominently in discussion for 
any NAFTA-plus arrangement, and the 
development of informal institutions 
will play a role in defining the ulti- 
mate arrangement. Consequently, 
research should continue on the rise 
in importance of informal links and 
institutions, and the role they play 

in the integration process between 
Canada and the United States. 
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here has been a great deal of 

public discussion and debate 

in Canada about Canada-US 
economic relations. A number of 
policy analysts and commentators 
have put forward various proposals 
to broaden and deepen the North 
American Free Trade Agreement 
(NAFTA). These include harmonization 
of border measures and procedures 
with regard to customs, refugees, and 
immigration; increased co-operation 
in countering terrorist threats; mutual 
recognition by Canada and the United 
States of each other’s regulatory proce- 
dures and practices; free movement 
of labour between the two countries; 
replacement of anti-dumping and 
countervailing duties in the two coun- 
tries by a common competition law; a 
monetary union or common currency; 
harmonization of Canadian and US 
tariffs against non-NAFTA countries 
(common external tariffs); and the 
elimination of the rules of origin pro- 
visions of NAFTA. 


But, to date, there is not much analy- 
sis of the economic impact of these 
NAFTA-deepening proposals. The 
objective of this article is to analyze 
the general equilibrium economic 
impacts of a customs union between 
Canada and the United States on the 
Canadian economy, using a multi- 
country/region and multi-industry 
dynamic computable general equilib- 
rium (CGE) model.2 


The model is calibrated to the bench- 
mark Global Trade Analysis Project 
(GTAP) data in 1997 (GTAP, 2001). 
The GTAP data are available for 

65 countries/regions, disaggregated 

by 54 industrial sectors. Nevertheless, 
to keep the simulation results to a 
more manageable level, we aggregated 
the GTAP data into seven regions/ 


countries and eight major industries. 
The seven regions/countries are 
Canada, the United States, Mexico, 
Mercosur, the rest of Latin America, 
Europe, and the rest of the world. The 
eight major industries are agriculture, 
food processing, resource-intensive 
industries, textiles, manufacturing, 
automotive, machinery and electron- 
ics, and services. 


The model we use assumes full 
employment. In addition, labour sup- 
ply is exogenous and does not respond 
to changes in real wages. This means 
that total employment at the econ- 
omy level does not deviate from the 
base case level in the simulations, but 
capital accumulation is endogenous in 
the model. In addition, the industrial 
structure of employment and capital 
responds to changes in economic 
variables in the simulations. 


Monetary variables do not play a role 
in the model. Consequently, CGE 
models are not able to handle cyclical 
impacts on product and labour mar- 
kets. Nevertheless, CGE models do a 
good job of capturing the influence 
of trade and tax policies on the re- 
allocation of capital and labour inputs 
among industries. Thus, CGE models 
are capable of capturing adequately 
the aggregate efficiency gain from the 
re-allocation of labour and capital 
inputs among industries. 


The Design of Simulations 


Formation of a customs union or a 
free trade area is allowed as an excep- 
tion to the basic principle of non-dis- 
crimination in the General Agreement 
on Tariffs and Trade (GATT) under arti- 
cle XXIV. A customs union is a group 
of countries that eliminate all tariffs 
on trade among themselves, but main- 
tain common external tariffs on trade 


> QXc 


PoLicy RESEARCH INITIATIVE 


HORIZONS VoLuME 7 NUMBER 1 


with countries outside the union 
(thus technically violating the most 
_favoured nation principle). Histori- 
cally, the exception was designed, in 

_ part, to accommodate the formation 
_of the European Economic Commu- 
nity in 1958, and it was based on the 
understanding that although these are 
discriminatory associations, they may 
not pursue policies that increase the 
level of discrimination practised by 

_ these countries beyond that which 
existed prior to the formation of the 
preferential arrangements; and that 
preference has to cover "substantially 
all trade" between the participants.4 


For simulating the economic impacts 
of a Canada-US customs union, we 

_ first analyze the impact of common 
external tariffs (CET) by Canada and 
the United States against non-NAFTA 
member countries, and elimination 
of all the remaining tariffs between 
Canada and the United States. We 
have two alternate scenarios on com- 
_ mon external tariffs. In the first sce- 
nario, the minimum US and Canadian 
non-NAFTA tariff rate in each major 
industry is adopted as the common 
external tariff rate. In the second 
scenario, US non-NAFTA tariff rates 
are used as the common external 
tariff rates by the two countries vis- 
a-vis non-NAFTA member countries. 


In a third scenario, we simulate the 
impacts of the elimination of the rules 
of origin (ROO) provisions of NAFTA 
for importing into Canada and the 
United States from non-NAFTA coun- 
tries. The rules of origin provisions 
specify the condition under which 
such privilege is granted.’ Under 
NAFTA, an importer must submit to 
the customs authorities a NAFTA cer- 
tificate of origin to be eligible for the 
preferential tariff rates. Virtually all 
products that qualify under ROO face 


zero duties when traded between the 
United States and Canada, and pay 
low or zero tariffs when traded 
between the United States and Mexico. 
If a product does not qualify for 
NAFTA tariff preferences, then that 
product is usually subject to the most 
favoured nation tariff rate. 


The economic justification for ROO 

is that they are needed to prevent 
trade deflection and protect domestic 
industries from non-member coun- 
tries. However, ROO provisions will 
divert trade from non-NAFTA member 
countries to NAFTA countries, leading 
to a misallocation of productive 
resources in NAFTA member countries. 
For example, the tariff preferences in 
favour of NAFTA countries might dis- 
tort the input choices of firms from 

a low cost non-NAFTA source to a 
high-cost NAFTA source, leading to 
production inefficiencies. In addition 
to the allocative inefficiencies, these 
trade restrictions also impose a signifi- 
cant cost of paper work on importers 
and exporters. Administering ROO 
requirements also involves costs to 
the governments. 


The compliance costs of ROO in EFTA 
are estimated to be between 1.4 and 
5.7% of the value of export transac- 
tions (Goldfarb, 2003). If these rates 
are applied to Canada’s exports to the 
United States, Canada could benefit by 
$4 billion to $18 billion annually by 
eliminating the NAFTA ROO. Appiah 
(1999) estimated that the welfare cost 
of the ROO under NAFTA for Canada 
ranges from 0.3 to 3.0% of gross 
domestic product (GDP) depending 
on the structure of the model used. 


The model we use is capable of captur- 
ing the allocative inefficiencies result- 
ing from the trade diversion effects of 
the tariff preferences. In an effort to 


capture the gains from the reduction 
of paperwork to Canadian and US 
importers, in the shocked scenario, we 
reduce the most favoured nation rates 
to the NAFTA rates in Canada, Mexico, 
and the United States. The rationale 
for this assumption is the observation 
made by many analysts that most 
importers and exporters simply pay 
the differential tariff rather than go 
through the paperwork. We, however, 
recognize that our assumption of uni- 
formly lowering the most favoured 
nation rates to the NAFTA rates 

might overestimate the gains from 
the elimination of the ROO provi- 
sions. Therefore, the simulated gains 
and inter-industry shifts in employ- 
ment and capital could be considered 
as the upper bound estimates. We do 
not model explicitly the production 
efficiencies from the removal of distor- 
tions in the input choices of firms, 
because of the lack of detailed micro 
data on imports from NAFTA and 
non-NAFTA member countries. 


In the fourth and fifth simulations, 
we combine the third scenario, the 
elimination of the ROO provisions, 
with the two scenarios on common 
external tariffs. 


Simulation Results 


Economic Impact of Common 
External Tariffs 


The reduction in tariff rates reduces 
prices of imports, and stimulates trade 
flows and consumption in Canada 
and the United States. They in turn 
induce inter-industry shifts in capital 
and labour inputs, leading to improve- 
ments in allocative efficiencies and 
real GDP. 


The macro impacts are very similar in 
the two CET simulations, because the 
average tariff reduction is more or less 
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identical in the two scenarios: -0.91 
and -0.87 percentage points, respec- 
tively. Trade flows increase by between 
four and five percent in the two sce- 
narios. Prices of consumer goods 
decline by about one percent, leading 
to a 0.1% increase in real consumer 
spending. Overall GDP or value added 
increases slightly, between 0.07 and 
0.09%. Not surprisingly, the economic 
gains from common external tariffs to 
the United States are much smaller 
than to Canada, because the reduction 
in the average tariff rate is only 
between 0.08 and 0.23 percentage 
points. In addition, trade plays a much 
smaller role in the US economy than 
in Canada. 


Elimination of the Rules-of-Origin Pro- 
visions of NAFTA 


As discussed earlier, the elimination of 
ROO under NAFTA is implemented by 
equating most favoured nation tariff 
rates to the NAFTA rates. This implies 
an average tariff reduction of 2.11 per- 
centage points in Canada, 0.6 percent- 
age points in the United States and 
5.72 percentage points in Mexico. 
Consequently, the gains from the 
elimination of ROO are considerably 
larger than the gains from common 
external tariffs to Canada and the 
United States. Canada’s trade flows 
increase by about 13%, leading to a 
one percent gain in real GDP or value 
added. The US GDP increases by over 
0.1%. On the other hand, Mexico’s 
GDP increases by over five percent 
with the elimination of ROO. 


Customs Union 


This scenario combines common 
external tariffs with the elimination of 
ROO. The simulation results suggest 
that a customs union between Canada 
and the United States will increase 


Canada’s real GDP by 1.1% compared 
to 0.1% in the United States and over 
five percent in Mexico. As expected, 
domestic supply of Canadian con- 
sumption declines, because of 
increased import penetration, as US 
exports to Canada increase by over 
25% and Mexico’s exports to Canada 
increase by over 40% in the two simu- 
lations. On the other hand, Canadian 
exports to the US also increase by 
over 25%. 


The impacts by industries reflect 
mostly the changes in industry exports 
and imports. In the two customs 
union simulations, value added 
increases in all Canadian industries, 
except food. The big increase in food 
imports is responsible for the decline 
in the value added of the food indus- 
try in Canada. On the other hand, the 
big beneficiaries are the automotive 
and technology-intensive manufactur- 
ing industries. In the United States, 
value added in agriculture and the 
automotive industry declines, while 
the manufacturing and service sectors 
gain. Textiles, and the automotive and 
technology-intensive industries would 
be the big beneficiaries in Mexico. 
Industry shifts in employment in the 
simulations respond to changes in 
value added as well as changes in real 
wages. In Canada, employment will 
increase significantly in the automo- 
tive and technology sectors. 


In short, our findings imply that com- 
mon external tariffs and the elimina- 
tion of ROO will deepen the economic 
linkages between the three NAFTA 
countries and will be beneficial for all 
of them. The simulation results are 
fairly robust with respect to the values 
of the key parameters of the model. 
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Notes 


1 This article is an abridged version of 
“Economic Impacts of a Possible Canada- 
U.S. Customs Union: Simulation Results 
from a Dynamic CGE Model” (forthcom- 
ing). The authors thank Renée St-Jacques, 
Chief Economist at Industry Canada, 
for providing useful comments on an 
earlier draft. 


2 The model we use is an extended version 
of the Lavoie et al. (2001) prototype 
model. 


3 MERCOSUR in our case includes 
Argentina, Brazil, and Uruguay. (Paraguay 
is not included as data on this economy 
is not available in the database.) 


4 This article is a major exception to 
GATT's grandfathering most favoured 
nation principle and the principal article 
dealing with customs unions and free 
trade agreements. 


S For a good overview of ROO and its 
implications for regional integration, see 
Brenton and Manchin (2003). 
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Introduction 


he federal government, 

provinces, and regional and 

metropolitan governments 
need to identify the specializations of 
metropolitan regions in a Canadian, 
North American, and global context. 
To adapt successfully to the ongoing 
process of economic integration, they 
need to understand in more depth the 
factors driving metropolitan regional 
growth, and to develop policy initia- 
tives aimed at enhancing the competi- 
tiveness of Canadian regions. As part 
of its North American Linkages proj- 
ect, the PRI is carrying out a research 
program on economic regions that 
should help governments achieve 
these goals. 


This article reviews recent theoret- 
ical developments and empirical 
results that explain the growing 
importance of the agglomeration 
of economic activities in local- 
regional-metropolitan clusters, 
cross-border clusters (states and 
provinces in close geographic prox- 
imity), and trans-border clusters 
(located at a distance from one 
another, but linked economically). 
Data on population, employment, 
gross domestic product (GDP), and 
personal income are presented to 
describe major features of the territo- 
rial recomposition of economic activ- 
ity in North America. Our research 
program is far from complete and 
our purpose, at this stage, is simply 
to provide a preview of the issues 
and hypotheses that are guiding 
the research. 


The Growing Importance 
of Local, Cross-Border, and 
Trans-Border Clusters 


Rising interest in economic regions is 
the result of theoretical developments 
and recently acquired data demon- 
strating that well-functioning eco- 
nomic regions have positive general 
effects on growth and productivity. 
Improving the performance of differ- 
ent economic regions in the increas- 
ingly integrated North American 
economy should help to improve the 
performance of Canadian provinces 
specifically, and of Canada in North 
America and the world generally. 


Three interrelated major factors driv- 
ing the integration process are particu- 
larly relevant to understanding the 
growing importance of clusters, 
defined as geographic concentrations 
of final products industries, their sup- 
ply chains, other sectors that share 
technological or human capital affini- 
ties, and various supporting institu- 
tions (e.g., universities, research and 
development facilities, and venture 
capitalists).! 


The first of these factors is the increase 
in the importance of general urbaniza- 
tion and specific industrial localization 
economies in an economic context 
that demands heightened innovation, 
sharing of information, knowledge, 
and high technology. Geographic 
proximity is of increasing importance 
in technological innovation. Recent 
analysis of historical patent citation 
data indicates that investors use 
domestic knowledge more than for- 
eign knowledge, and knowledge from 
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the metropolitan area more than 
knowledge from outside (Sonn and 
Storper, 2003). 


Integration gives rise to competition 
in local markets between the same or 
similar products from different places. 
To cope, firms must innovate faster. 
According to Sonn and Storper, as the 
flow of information accelerates, codifi- 


Although counterintuitive, quantita- 
tive analysis has indicated that reduc- 
tions in the cost of the transmission 

of information, which helps in the 
location of lower value-added activities 
offshore, have also increased the 
importance of face to face interaction 
in cities and regions, the third funda- 
mental factor we underline. 


The joint participation of Canadian and American firms in the 


same cross-border or trans-border cluster can result in improved 


performance for both Canadian and American firms vis-à-vis 


offshore firms. This can be seen as a new element of a potential 


fourth trade option for Canada. 


cation and standardization of knowl- 
edge become difficult, and firms cope 
by building stable bridges with other 
nearby firms so as not to miss out on 
valuable information. 


Maskell and Lorenzen (2003) argued 
that clusters are markets where com- 
modities, services, and knowledge 

are traded among the insiders without 
restricting their abilities to interact 
with suppliers and customers residing 
elsewhere. Clusters reduce the barriers 
to acquiring and using knowledge 
produced or used locally, or imported 
from cluster firms located elsewhere. 
New firms setting up in clusters can, 
to some extent, skip the process of 
gathering knowledge about the busi- 
ness environment they face outside 
the cluster. 


A second factor that makes the per- 
formance of regions and their cluster 
specializations of growing importance 
as a policy objective is the increasing 
tendency of firms to reorganize and 
locate different parts of their activities 
(e.g., production, finance, marketing) 
in different regions specializing in 
these different activities. 


However, firms in clusters enjoy posi- 
tive externalities that are both local 
and non-local. Some firms are part 

of North American or even global 
clusters. The largest firms in local 
clusters also act as network structures 
between regional nodes. Hence, our 
interest and distinction in this project 
between cross-border clusters (firms 
and institutions located in metro areas 
of provinces and states that are close 
to one another) and trans-border clus- 
ters (firms at a distance from one 
another, but linked by technological 
systems and value chains). 


The improvement in the competitive- 
ness of clusters in certain Canadian 
regions could come at the expense 

of those in the United States and 
offshore. This is not, however, a zero- 
sum game. The joint participation of 
Canadian and American firms in the 
same cross-border or trans-border clus- 
ter can result in improved perform- 
ance for both Canadian and American 
firms vis-a-vis offshore firms. This can 
be seen as a new element of a poten- 
tial fourth trade option for Canada 
(i.e., diversification through cluster- 
based North American integration). 


Selected Features of North 
American Integration and 
Regionalization 


Examination of data on population, 
employment, personal income, and 
trade flows at the macro region, state 
and province, and metropolitan levels 
indicates the territorial recomposition 
of economic activity is a continuing 
phenomenon. Preliminary analysis 
suggests a decline of the Northeast 
and Great Lakes regions (with some 
exceptions at the metropolitan level), 
a phenomenon related to the dissipa- 
tion of the US manufacturing belt, 
and growing metropolization. 


Demographic Trends in Canada and 
the United States 


Between 1950 and 1996, the percent- 
age of the total US metropolitan 
population in the Northeast region 
declined from 34% to 20%, and in 
the Midwest from 29% to 24%. The 
South saw its share increase from 
23% to 33%, and the West from 14% 
to 23% (Pack, 2002). 


A recent study of US urban decline 
and growth between 1950 and 2000 
by Rappaport (2003) confirmed that 
population shifted regionally from the 
Northeast and Midwest to the South 
and West, and from large cities to 
suburbs, though at a much slower 
rate during the 1980s and 1990s than 
earlier. He also documented the fact 
that within each region some metro 
regions grew much more rapidly than 
others. Cities that declined continu- 
ously tended to be in the Northeast 
and Midwest, while cities that grew 
continuously tended to be in the 
South and West, which also experi- 
enced below average loss of popula- 
tion to suburbs and above average 
metropolitan area growth. Cities that 
reversed population declines were 
scattered throughout the country.” 
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The following data on growth in 
population between 1980 and 2002 
are drawn from Poitras and Sawchuk 
(2003). While the average annual 
national growth rates of population 
were similar — 1.13% in Canada and 
1.10% in the United States — signifi- 
cant regional differences existed. 


Provincial average annual growth rates 
of population were as follows during 
the 1980-2002 period. 


Provincial Average Annual Growth 
Rates of Population, 1980-2002 


Atlantic 0.23% 
Quebec 0.62% 
Ontario 1.47% 
Prairies 0.35% 
Alberta 1.61% 
British Columbia 1.89% 
Territories 1.60% 


Regional average annual growth rates 
of population were as follows in the 
United States during the same period. 


Regional Average Annual Growth 
Rates of Population, United States, 
1980-2002 


Northeast 0.62% 
Mideast 0.49% 
Great Lakes 0.42% 
Plains 0.57% 
Southeast 1.38% 
Southwest 1.96% 
Rocky Mountain 1.74% 
Far West 1.85% 


During the most recent decade (i.e., 
between 1990 and 2001), the follow- 
ing North American macro regions 
experienced the most rapid increases 
in total population. 


Increase of Population in Selected 
Macro Regions of North America, 
1990-2001 


Rocky Mountain 29.1% 
Southwest 25.8% 
British Columbia 24.6% 
Southeast 18.2% 
Far West 18.3% 
Ontario 15.5% 
Prairies 12.2% 
Plains 95% 
Great Lakes 9.0% 


Source: PRI North American Data Bank. 


Several points are worth highlighting 
from the above tables. 


e British Columbia and Ontario are 
part of the group of rapidly growing 
macro regions. 


+ Certain regions (i.e., Rocky Moun- 
tain and British Columbia) grew at 
a rate similar to that of the South- 
west, which is generally believed to 
be the emerging leading economic 
region in North America. 


e The Southeast region surpassed 
Ontario. This observation prompts 
us to question whether Ontario is 
beginning to feel the effects of the 
disappearance of the US manufac- 
turing belt (see below). 


A variety of factors may explain these 
trends, among them lower wages and 
land prices in the South, technological 


changes, the development of air 
conditioning, the aging of the popula- 
tion, import penetration, the national 
highway system, water projects, eco- 
nomic development policies, and the 
relative performance of clusters in 
different regions. We are testing this 
hypothesis as part of our project. 


Regional Changes in Total 
Employment: Macro Regions, 
States, and Provinces 


Total employment increased as follows 
between 1990 and 2001 in selected 
macro and metro regions. 


Increase in Employment in Selected 
Jurisdictions, 1990-2001 


Southwest 43.09% 
Rocky Mountain 42.97% 
Southeast 25.10% 
British Columbia 24.89% 
Far West 20.01% 
Plains 19.96% 
Prairies 18.42% 
Great Lakes 16.04% 
Ontario 14.89% 
Quebec 10.06% 
Atlantic Provinces 8.96% 
Mideast 8.93% 


Source: PRI North American Data Bank. 


Given that the top five macro regions 
are the same in both cases, there 
exists an obvious positive correlation 
between population growth rates 

and employment growth rates as 
seen in the above tables. Ontario 
being sixth place in terms of popula- 
tion growth, and ninth in terms of 
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employment, indicates that the effects 
of North American integration may 
be beginning to affect it negatively, as 
it has the Great Lakes region, which 
was ninth in terms of both population 
and employment growth. 


Growth in Real GDP in US Macro 
Regions, States, and Metro Areas 
Between 1989 and 20013 


Between 1989 and 2001, real GDP in 
the United States increased by 3.0% 
annually on average.* 


The Rocky Mountain sub-region was 
the fastest growing (5.0%). It includes 
Colorado, Idaho, Montana, Utah, 
and Wyoming. The Great Lakes sub- 
region grew at a lower rate than the 
national average (2.7%), and the 
Northeast region was the slowest 
growing macro region (2.3%). 


Data on growth in GDP by metropoli- 
tan statistical area (MSA)and central 
metropolitan statistical area (CMSA) 
between 1997 and 2002 indicate that 
the fastest growth rates (i.e., between 
35% and 42%) were observed in 
Austin, Denver, Houston, and San 
Diego, all metro areas located in the 
Southwest of the United States. 


Lower growth rates of GDP, in the 
17% to 20% range, were recorded 
for cities located to the north near 
the Canadian border (i.e., Buffalo, 
Cleveland, Detroit, and Rochester). 


The movement of the auto industry 
south and the localization of new high 
tech electronic activities in the south 
explain some of the territorial recom- 
position of economic activity. Of par- 
ticular interest to the Government of 
Canada is determining if the perform- 
ance of the Southwest, generally more 
dynamic than that observed in the 
Northeast and Midwest, will nega- 


tively impact Canadian provinces and 
metro regions in the context of a more 
closely integrated North America. 


Growth in Personal Income by 
Metro Region in the United States, 
1990-2001 


Data on personal income growth by 
metro region between 1990 and 2001 
indicate that all metro areas in the 
top 10 were located in the Southwest 
United States. 


Except for Honolulu, which is last in 
the ranked list of MSAs and CMSAs 
we are examining, US metro regions 
located near the Canadian border 
were at the bottom of the distribution 
of metro areas by rank in terms of 
growth in personal income between 
1990 and 2001. These data are com- 
patible with the movement southwest 
of the manufacturing belt. 


In the 1970s and 1980s, average 
metropolitan area per capita income 
growth was as follows: all 250 MSAs 
14% and 19%, Northeast MSAs 5% 
and 32%, Midwest MSAs 13% and 
15%, South MSAs 18% and 19%, and 
West MSAs 15% and 17% (Pack, 2002). 
Note the high rate of increase in the 
Northeast MSAs. 


Analysis of data on personal income 
per person for the 1990s indicates the 
presence among the top 10 of Boston 
in fifth place with an increase of 69%, 
Minneapolis in seventh place with an 
increase of 67%, and Seattle in ninth 
place with an increase of 65%. These 
results indicate that describing the 
process of territorial recomposition as 
a single movement toward the south- 
west is not sufficient. One hypothesis 
we are testing is that clusters are 
responsible for these results. 


Note however that Boston, Minneapo- 
lis, and Seattle are not at the top of 
the distribution in terms of GDP 
growth and personal income growth. 
Data indicate the increase in total 
population in these three metro 

areas between 1990 and 2001 was 
relatively low, at 18.6%, 20.7%, and 
7.6% respectively versus 55% in 
Austin, 51% in Phoenix, and 43% in 
Atlanta and Raleigh. Reasonable short- 
term performance in per capita terms 
may be masking medium- and longer- 
term problems for these areas. 


The role and importance of local and 
regional factors in economic growth 
is also indicated by data on increases 
in average remuneration by employee 
between 1990 and 2001. The presence 
of Seattle (third) and Boston (fifth) in 
the ranking of metro areas by average 
remuneration indicates the influence 
of metro-based innovation and infor- 
mation technology as determinants 
of economic development. 


Dispersion of the US Manufacturing 
Belt Toward the South and West, 
and to Non-Metro Areas 


Preliminary analysis confirms the 
results obtained by Holmes and 
Stevens (2003) to the effect that 
the US manufacturing belt has 
dispersed toward southern, western, 
and non-urban locations in the 
United States (2003). 


The movement of some of the auto 
industry (some of it to the Southwest 
United States and the Mexican 
maquiladoras, and now offshore to 
China) demonstrates a pattern that 
may affect other Canadian industries 
and clusters. The PRI project is aimed 
at the identification of Canadian clus- 
ters and sub-clusters that are competi- 
tive enough to develop and thrive 
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north of the border given the integra- 
tion process. We are also interested 

in describing and understanding the 
changes in the origins of exports and 
imports as the border effect diminishes 
(Brown, 2003). 


Further integration may make for 
growing complementarities between 
north-south and interprovincial trade, 
and may make it possible for certain 
metropolitan regions (e.g., Montréal, 
Toronto, Vancouver, and Halifax) to 
develop as multimodal transhipment 
points for North American and off- 
shore trade. 


Metropolization and 
Interregional-International Trade 


A growing percentage of the gross 
national product (GNP) is originating 
in metro regions (metropolization). 
AS a consequence, we are witness- 
ing an increase in interregional- 
international trade. 


Population and employment have 
increased more rapidly in Canadian 


… metropolitan regions, whereas regions 


located more than an houtr’s drive 


| from Canada’s urban agglomerations 


of more than 500,000 people are in 
demographic decline (Polèse, 2003). 
This is a result of the growing impor- 


k tance of information and knowledge 
| in our economies, the importance of 


agglomeration economies that accom- 
pany clusters (particularly in services), 


« the importance of proximity in manu- 


facturing of high tech and medium 


| tech products, and limitations on the 
… exploitation of primary resources. 


The Effects of Clusters on 
Economic Performance 


Recent studies are beginning to docu- 
ment, in empirically acceptable ways, 
the effects of clusters on the level and 


Development of A North American 


Data Bank 


An initial task undertaken in our project involves the development of a 
data bank to describe the regional dimensions of the integration process 
in Canada and the United States. We are assembling harmonized and 
compatible data at four levels of aggregation: 


e Canada and the United States; 


e macro regions (i.e., groups of provinces and eight or nine regions 
in the United States depending on the source, Census or Bureau of 


Economic Analysis); 


e states and provinces; and 


e CMSAs and MSAs in the United States, and CMAs (25/27) in Canada. 


The variables being studied are demographic data, standard labour force 
and macro-economic variables, employment, wages, number of establish- 
ments, clusters, location quotients, specialization indexes, and location 
in North America. 


Our data bank will also allow us to estimate empirically the determinants 
of innovation and productivity in metro regions. One hypothesis we will 
test is whether the extent and location of cluster development helps 
explain some of the Canada-US productivity gap. 


The data bank will also allow monitoring of the evolution of regional 
economies in a North American context, and the assessment of the 


impacts of policy initiatives. 


Statistics Canada and Industry Canada are among the departments that 
have joined the PRI in this effort to develop a data bank that will be 
available to all federal government departments. 


growth of salaries, innovation, produc- 
tivity, and export performance of met- 
ropolitan regions. 


In a recent paper on the economic 
performance of regions and clusters, 
Michael Porter (2003) presented the 
following results of multiple regression 
analysis. 


e About 30% of the regional variation 
in wages is accounted for by varia- 
tions in patenting activity (basically 
an urban activity). 


Traded services industries have 20% 
higher average wages than traded 
goods industries. 


Average local wages are correlated to 
average traded wages (R2 of 0.69%). 


State economies were, on average, 
more concentrated in specific 
traded clusters in 2000 than in 
1990, a confirmation that special- 
ization is a growing phenomenon 
in North America. 
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e Average wages and patenting are 
positively and significantly related 
to the share of traded employment 
in a region that is in strong clusters 
(R2 of 0.377%). 


A recent study of 14 high tech metro- 
politan areas in the United States 
indicated that they specialize in few 
products and technologies (Cortwright 
and Mayer, 2001). Examination of 
employment concentration, location 
quotients, patent activity, and venture 
capital flows demonstrates that spe- 
cialization is the major pattern found 
in the more dynamic metro areas. 


These observations and conclusions 
underlie the policy prescription we are 
testing econometrically to the effect 
that specialization is essential to the 
competitiveness of Canadian regions 
in a more and more integrated North 
American and hemispheric economy. 


FIGURE 1 


A New Role for Policy 


Positioning Canada’s metropolitan 
regions and provinces to compete 
effectively in North America, the west- 
ern hemisphere, and the world will 
presumably involve new policy initia- 
tives in a variety of areas. 


That federal, provincial, and regional- 
metropolitan government policies 
influence the development of urban 
regions in numerous interrelated ways 
is obvious from a cursory examination 
of Figure 1. 


Industry sector policies, infrastructure, 
education, and innovation policies, 

in addition to intergovernmental rela- 
tions, should be re-examined in light 
of the cluster specializations developed 
in Canadian regions. 


National, state and provincial, regional 
and local governments are changing 
their approaches to economic develop- 


Components of a Productive System 


Education and Venture Business 
training)centres Capitalltirms incubators 
~ 
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PROCESSING 
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PRODUCTION™™ 


Global 
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Source: Adapted from the work of Michael Porter and other American and European sources. 


ment. There is growing attention to 
continental factors, micro-economic 
determinants of growth, innovation, 
regional productive systems and clus- 
ters, and the accessibility and avai- 
lability of technology. Also of great 
importance are the skills of the labour 
force, the availability of domestic capi- 
tal and foreign direct investments, 
advanced multimodal infrastructures, 
quality of life considerations that 
attract and keep highly qualified 
human resources, social capital, and 
social and environmental questions. 
Our research aims to provide informa- 
tion on many of these variables, and 
to test their contribution to metropoli- 
tan growth and competitiveness. The 
PRI project on economic regions 
should, as a consequence, contribute 
to policy proposals aimed at improv- 
ing economic development at the met- 
ropolitan, provincial, and national 
levels. 
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Notes 


1 At this stage in our research project, 
we are concentrating on local-regional- 
metropolitan clusters, and analyzing data 
for established political and administra- 
tive units (i.e., provinces, states, and met- 
ropolitan regions). Economic regions 
most likely do not coincide with admin- 
istrative and political units; hence, our 
interest in work that deals with the iden- 
tification of economic regions (e.g., Fezer 
and Sweeney, 2002). 


2 The following Northeast and Midwest 


cities reversed declines: Providence, 
Boston, Jersey City, Worcester, St. Paul, 
New York City, Minneapolis, Chicago, 
and Kansas City. 


3 This section draws upon DFAIT (2003). 


4 US Bureau of Labor Statistics data on real 


GDP, 1996 = 100. The concept excludes 
remuneration of military and public 
personnel stationed outside the 

United States. 
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lar groups of people to exaggerate 

otherwise superficially minor differ- 
ences. The more alike the groups, the 
more they will seek ways to differenti- 
ate from each other.... Uniting against 
others is normal human behaviour.” 
(Sigmund Freud on the Narcissism of 
Small Differences, 1930). 


" | is the natural tendency for...simi- 


Canada-US comparisons are always 
subject to vigorous debate among pub- 
lic policy researchers and practitioners. 
The extent of similarities and differ- 
ences in values and belief systems, and 
their evolution over time, are both 
important and timely for policy devel- 
opment on the 10th anniversary of 
the North American Free Trade Agree- 
ment (NAFTA). We have heard both 
arguments: the thesis of inevitability — 
Canada’s values are converging toward 
US values with growing economic 
integration with its southern neigh- 
bour (Inglehart et al., 1996; Simpson, 
2000; Pastor, 2001) — and the thesis of 
unpredictability or myth of converg- 
ing values (Lipset, 1990; Adams, 1997, 
2003a,b). And most social disciplines 
have their own explanations for the 
trajectory that Canadian and Ameri- 
can values have taken over the past 
two decades. But are there real differ- 
ences between these two theses? Or 

is it merely semantic? 


Most analysts would agree that in 

a global context, Canada has more 
in common with the United States 
than with the other G-8 countries. 
Nonetheless, whether values and 
beliefs in Canada and the United 
States are becoming more similar 
has profound policy implications for 
Canada. The main objective of this 
article is to look at the common and 
strikingly different characteristics of 


both societies using values and the 
belief system of the general public 

as the main analytical tool, and assess 
the trajectory over the rapid economic 
integration of the past two decades. 


Perspectives on Canada-US 
Value Changes 


Perhaps the “policy” argument has 
been the most used in past decades to 
highlight divergence or convergence 
of values between both nations. The 
adoption of the Official Languages Act 
in 1969, followed by the Royal Com- 
mission on Bilingualism and Bicultur- 
alism, and the Canadian Multicultural 
Act in 1985, was frequently used to 
highlight the differences between the 
countries. On the other hand, the 
introduction of the Canadian Charter 
of Rights and Freedoms in 1981 was 
used to emphasize the Americaniza- 
tion of Canada, because it limits the 
power of the state and increases the 
legal protection of individual rights. 
More recently, gun controls, the 
decriminalization of marijuana, same- 
sex marriages, the Kyoto Protocol, and 
the war in Iraq are all examples of dis- 
tinct Canadian fingerprints. The poll- 
ster Frank Graves (2003) made the 
hypothesis that “the new North Amer- 
ican trajectory may have been altered 
following distinct national decisions 
of North American countries on issues 
such as Kyoto ratification and the war 
in Iraq,” but concluded after comput- 
ing his polling evidence that “major 
(recent) policy disagreements did not 
have lasting or significant damage to 
intra-country attitudes.” 


Others used the “historical” argument 
to claim that both countries are dif- 
ferent. Lipset (1990) argued that 
Canadian-American value differences 
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are attributable to variations in found- 
ing circumstances and contrasting his- 
torical experiences. Pollster Michael 
Adams’ line of reasoning goes in the 
same direction. He claimed in his 
most recent book (2003) that Canada 
and the United States are “fundamen- 
tally different” and “always have 
been,” and argued that the two coun- 
tries “were separated at birth, organ- 
ized and governed differently.” He 
suggested that the principles of both 
constitutions and of nation building 
diverge from the original intent. Life, 
liberty, and the pursuit of happiness 
are the centre of the American consti- 
tutional tradition, while peace, order, 
and good government were the prin- 
ciple elements of the constitutional 
framework in Canada. He argued that 
Canada was built by compromise 
while the United States by conquest. 
Canada had rebellions, the United 
States a civil war, dividing even today 
the North from the South. In Prime 
Minister Mackenzie King’s words, 

“if some countries have too much 
history, Canada has too much geog- 
raphy. Unlike the United States, it 
finds little to celebrate: no revolution, 
no declaration of independence, no 
civil war to free the slaves.”2 


The “structural” argument was also 
made to support the claim of diver- 
gence. According to Horowitz (1973), 
the variations in the prevailing value 
systems of the two countries may have 
more to do with their basic structural 
differences. Canada, he argued, was a 
case of “lagged development and has 
been slower to give up the values and 
lifestyles characteristic of a less indus- 
trialized, more agrarian society.” This 
line of reasoning implies that if 
Canada and the United States become 


structurally more similar, their values 
should converge too. There is impor- 
tant evidence of structural conver- 
gence between both countries over 
the past two decades. Consider the 
domains of post-secondary graduates, 
women’s presence on the labour 
market, population ageing, and com- 
puter and Internet access. Others, like 
Lipset (1990), argued that structural 


and favours the thesis of value con- 
vergence. The two countries have the 
largest bilateral trading relationship 

in the world (Fry, 2003); each is the 
other’s most important source of 
imports and exports, and trade volume 
has increased threefold over the past 
decade, and six fold over the past two 
decades (DFAIT, 2003). The massive 
volume of American and Canadian 


The geographic immensity, the relatively low population 
density, and less abundant resources made Canada much 


more dependent on government involvement in the economy 
to provide services for which private capital or a profitable 


market have not been available. 


factors such as ecology, demography, 
and economy, have had a tremendous 
impact on the development of values 
and attitudes toward government 

on both sides of the border. The geo- 
graphic immensity, the relatively low 
population density, and less abundant 
resources made Canada much more 
dependent on government involve- 
ment in the economy to provide 
services for which private capital or 

a profitable market have not been 
available. In the United States, less 
emphasis was put on government 
involvement in terms of economic 
intervention and protection against 
a powerful neighbour. There are 

even some economic historians 

who advance a theory called the 
“Laurentian” thesis, which includes 
the assumption that Canada could 
not have survived as a separate 
country without state intervention 
and economic links to Europe. 


The “interdependence” argument 
works at multiple levels, but it is 
defined largely in economic terms 


investments in each other’s country 
is also well documented. Canada-US 
trade grew much faster than inter- 
provincial trade in the 1980s and 
1990s (Coulombe, 2003), although 
Canada's regional economies have 
relied more and more on inter- 
provincial exports as a key source 

of economic growth since 2000 (SC, 
2004). More than two thirds of US 
merchandise trade with Canada is 
intra-firm (DFAIT, 2003). Another key 
trend has been the increased use of 
imports from each other as inputs 
into exports to each other (Schwanen, 
2003). Canada receives the largest 
share of its foreign patents from 
American investors, and the United 
States receives the largest share of 
foreign patents from Canadians. 
(However, each has been falling over 
time.) In addition to these commercial 
linkages, Canada is the first source of 
foreign tourists for the United States, 
and the United States is the first 
source of foreign tourists for Canada 
(Fry, 2003). 
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TABLE 1 


# of Items Leader of Change* 


1990 2000 


| Economic dimension: 


1 Economic outlook (Better off in 1/5 years) 2 NA NA 
2 Support for free markets (% support free market) 4 NA Can 
3 Job attribute: self-actualization (% mention 5) 5 Can Can 
4 Job attribute: Comfort (% mention 5) 5 Can US 
5 Quality to teach to kids: thriftiness (% important) ] US US 
6 Support for meritocracy (% support) 1 US US 
7 Control over destiny (% control) 1 US US 
Il Political dimension: 
8 Interest in politics (% very/somewhat) 1 Can Can 
9 Confidence in government institutions (% confidence) 4 Can US 
10 Confidence in non-government institutions (% confidence) 4 US Can 
11 National pride (% proud) 1 Can Can 
12 Fight for country (% yes) 1 US Can 
13 Cosmopolitanism (% local) 1 Can US 
14 Protest behaviour (% protest) 5 Can US 
15 Post-modern orientations (% post-modern orientation) 6 can, Can 
16 Environmental ethics (% high environmental ethics) 3 NA US 
HI Social dimension: 
17 Situational intolerance: social (% intolerant) 5 US US 
18 Situational intolerence: racial (% intolerant) 2 US Can 
19 Civil permissiveness (% 1 or more behaviours is justified) 4 US Can 
20 Subjective well-being (% well) 1 Can US 
21 Egalitarian spousal relationship (% agree) 3 Can 
22 Quality to teach to kids: care for others (% important) 2 Can Can 
23 Trust in Americans (Canada)/trust in Canadians (United States) 1 NA US 
IV Moral dimension: 
24 Moral permissiveness (% justifiable) 6 Can Can 
25 Quality to teach to kids: religious (% important) 1 US US 
26 Quality to teach to kids: secular (% important) 3 US US 
27 Subjective religiosity (% believe in god) 1 Can US 
28 Church attendance (% once a week and more) 1 US Can 


A full definition of these measures is available on request. 
* “Leader of change test” was computed as follows for 1990 and 2000. If, for example, between 1981 and 1990 Canadian values approached 
American 1981 levels, American values were deemed to have led the values of their northern neighbours. But, if between 1981 and 1990 


American values approached Canadian 1981 levels, Canadian values were deemed to have led the values of their southern neighbours. 


** Nevitte (1996). 
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Interdependence arguments can also 
be extended to the geographical prox- 
imity of the United States to Canada. 
As Krugman (1991) pointed out, 
“Canada is essentially closer to the 
United States than it is to itself.” 
Harris and Schmitt (2001) noted that 
many provinces are “closer to north- 
ern US states than distant Canadian 
provinces.” Infrastructure between 
both countries also forms one 
immense and interconnected network; 
rail, electricity, gas pipelines, and the 
St. Lawrence Seaway are increasingly 
organized on north-south continental 
lines (Fried, 2003). At yet another level 
of integration, Canada and the United 
States share strategic interests in the 
defence of the continent. 


Finally, the “cultural” argument refers 
to the wide spectrum of American cul- 
tural products, and the volume of 
cross-border media and communica- 
tions transactions between the coun- 
tries. The defenders of this argument 
are of the view that the cultural differ- 
ences are lessening as Canadian cul- 
ture is attacked by the US mass media. 
About 80% of the Canadian pop- 
ulation has access to all the major 
American television networks. How- 
ever, review of the sparse empirical 
literature on the effect of American 
media on Canadian values reveals no 
conclusive relationship (Surlin, 1995). 
American media would impact on 
Canadian’s cognition (e.g., knowledge 
of US public affairs), but is inconclu- 
sive concerning American media 
effects on attitudes, values, beliefs, 
and norms. 


Data and Methods 


There is no consensus on the best way 
to determine the shape and substance 
of public values. Both qualitative and 
quantitative methods (e.g., review 


of laws, regulations, constitutions, 
policies adopted by governments, 
institutional arrangements, and broad 
measures such as crime rate and level 
of unionization, and public opinion 
surveys) have been used in the past. 
The approach that appears to be the 
most objective, comparable across 
time and nations, and broadest in 
scope comes from survey question- 
naires. This paper relied mainly on 
the three waves of the World Value 
Survey (WVS) (1981, 1990, and 2000) 
for which a Canada-US value assess- 
ment for all three waves has never 
been conducted. 


Building on previous research on gen- 
eral public values, a framework was 
developed to analyze, in a thorough 
manner, both societies, since the 
implementation of the Canada-US 


FIGURE 1 


Free Trade Agreement (FTA). The initial 
task was to reduce the number of data 
elements under investigation and pay 
attention to a core set of indicators. 
Three necessary steps were required. 
First, about 300 individual survey 
items were winnowed down to 86, 
using three criteria: 


e a time-series benchmark (Are there 
at least two points in time?); 


e Canada-US benchmark (Was 
the same question asked both 
in Canada and in the United 
States?); and 


e significance (Does the addition 
of this item broaden the research 
scope?). 


The second step grouped these 
survey items into 28 measures using 
a combination of methods including 


A Shift Toward Post-Modern/Secular Values, 
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FIGURE 2 
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multivariate and bivariate techniques. 


The third step summarized the 

28 measures into four broad dimen- 
sions (i.e., economic, political, social, 
and moral). Table 1 presents the 

28 measures and four dimensions. 


Analysis 


Our findings can be summarized as 
follows: 


1. Canada and the United States 
have substantially changed over 
the past two decades. In some 
cases, significant and mostly 
unheard movements in value 
research were observed. The 
changes that took place are very 
coherent. They generally support 
the post-modern thesis that 
Canada and the United States 
became much more progressive 


and secular regarding some aspects 


of economic, social, political, and 


moral issues. Figure 1 summarizes 
a few selected survey items where 
important changes occurred in 
both countries between 1981 

and 2000, and Figure 2 presents 
more aggregate figures for each 
societal domain. 


. The value differences between 


Canada and the United States are 
small. Differences, observed across 
a range of indicators, are often a 
matter of degrees rather than direc- 
tion, except for religious and moral 
issues, where larger gaps are found. 
This first set of findings goes in 

the expected direction. After all, 
Canada and the United States 
share a unique relationship both 
economically and socially. Nevitte 
(1996) argued that in a global per- 
spective, Canada and the United 
States have very similar values and 
have more in common than any 


other nations in the world. The 
differences between Canadian and 
US values may be more technical 
than substantial. 


. The trajectory of the value changes 


is more complex. Based on the 
“interdependence” and “structural” 
analysis, and the claims made by 
some of the pioneers on Canada-US 
value research (Nevitte, Inglehart, 
and Basanez),2 one would have 
expected to observe a convergence 
of values between both countries 
over the past two decades. This is 
not happening. Overall, our analy- 
sis suggests that Canadian and 
American values did not converge 
to a common denominator 
between 1981 and 2000, and the 
cumulative evidence suggests that 
both societies are growing apart. 
First, Adam’s analysis (2003) using a 
different set of values and method- 
ologies concluded that Canadians 
were distinct from the United States 
on 73% of 56 values; with 43% of 
these values, the differences grew 
between 1992 and 2000. Subse- 
quent tests provide very similar 
results. (Of the 86 values reviewed 
between 1990 and 2000, 47% grew 
apart.) Second, Nevitte (1996) 
found that values between both 
countries were shifting more or less 
in tandem for the 1981-90 WVS 
data.* This pattern was confirmed 
in our paper during this same 
period with the same dataset, but 
with different value measures. For 
the paper that is the source of this 
article, the same “tandem” test for 
1990 and 2000 revealed that, in a 
majority of cases, the trajectories of 
values between both countries were 
moving in different directions (only 
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in 11 of 26 cases was the trajectory 
the same), offering additional 
evidence of divergence. 


It is important to stress that these 
differences in trajectories are hap- 
pening in core topics: support for 
meritocracy, interest in politics, 
and protest behaviour. Cosmopoli- 
tanism and civil permissiveness 
decreased in Canada and increased 


convergence and divergence is 
small. Figure 2 summarizes the 
Canada-US differences for each 
key domain. It is difficult to 
draw definitive conclusions from 
these movements. 


. One line of reasoning appears 


clearer. The earlier assumption 
that “the US only shows Canada 
the image of her own future” 


Our analysis suggests that Canadian and American values did 
not converge to a common denominator between 1981 and 2000, 


and the cumulative evidence suggests that both societies are 


growing apart. 


in the United States, while fight 
for country and secularism 
increased in Canada and decreased 
in the United States between 1990 
and 2000. 


4. The divergence trends in Canada 
and the United States are not hap- 
pening across the board, and the 
line dividing convergence from 
divergence is small over the past 
two decades, especially for the 
political and social dimensions. 
The moral dimension experienced 
a strong divergence between 1981 
and 1990, and a strong conver- 
gence between 1990 and 2000, 
with a net divergence gap between 
1981 and 2000. With the economic 
dimension, there was a weak trend 
toward convergence between 1981 
and 1990, and a strong trend 
toward divergence between 1990 
and 2000, with a net effect toward 


divergence between 1981 and 2000. 


For the political and social dimen- 
sions, two conclusions emerge. 
First, the demarcation between 
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(Horowitz, 1973) seems implausible 
in light of these data.5 The overall 
pattern is one in which the two 
countries influence each other 

on core value domains. What is 
the evidence of the “cultural lag” 
hypothesis? Overall, Table 1 sug- 
gests that both societies generally 
lead on values that are nationally 
recognized. Canadians consistently 
led in 1990 and 2000 on govern- 
ment post-modern orientations, 
on collectivism (teach kids the 
need to care for others), moral 
permissiveness, job attribute (self- 
actualization), but also on national 
pride and interest in politics. The 
United States consistently led in 
1990 and 2000 on support for meri- 
tocracy, control over destiny, reli- 
giosity (i.e., as a quality to teach 

to children), social situational 
intolerance, but also on thriftiness 
and secularism. Other researchers 
came up with similar conclusions 
regarding the thesis of global 
Americanization. Inglehart and 


Baker (2000) found that American- 
ization is occurring internationally 
largely at the superficial level of 
Coca-Cola and Big Macs. As they 
put it, “industrializing societies in 
general are not becoming like the 
US [for] its people hold much more 
traditional values and beliefs than 
those in any other equally prosper- 
ous society.” 


Conclusion 


This article suggests that Canadian and 
American values have changed signifi- 
cantly over the past two decades, with 
gaps between both societies remaining 
important in several areas. Lipset may 
have been right once again when he 
claimed in the late 1980s that the FTA 
would not Americanize Canadians. 
More recently, Adams (2004) con- 
cluded that “the adoption of NAFTA 
in 1994 had no obvious effect on 
social values north of the border.” 
Ashford and Timms (1992) came to 

a similar conclusion analyzing the 
values in Europe from 1981 to 1990. 
According to those authors, “national 
culture and opinion in Europe remain 
robustly diverse in spite of the increas- 
ingly close political and economic ties 
which bind EEC member countries.” 
The research discussed in this article 
suggests that a similar phenomenon 

is taking place in North America. 


Still, beyond the theses of distinct 
societies or inevitable carbon copies, 
the question remains as to whether 
Canadians are slipping too easily 
into a narcissism of small differences 
(i.e., believing that our identity 
depends on the extent of differences 
between Canada and the United 
States, rather than on the similarities 
and shared values). 
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What Did The 
Experts Say? 


Yves Poisson, Public Policy Forum 


eepening North American 

economic integration is pos- 

sible while maintaining 
national, political, social, and cultural 
autonomy. This was the main consen- 
sus at the Public Policy Forum’s second 
Rethinking North American Integra- 
tion conference. The conference 
focused on the results of a survey con- 
ducted by EKOS Research Associates 
on values and attitudes toward North 
American integration, conducted 
in Canada, the United States, and 
Mexico. Expert speakers from the three 
countries commented on the results 
and shared their insights into the 
course of North American integration. 


That economic integration in North 
America is increasing dramatically 
has been well known for some time. 
This integration has not led to the 
development of a continental identity 
or political integration in the Euro- 
pean Union style. On the contrary, 
the EKOS research data presented at 
this conference indicate that national 
identities remain primary among 
Canadians, Mexicans, and Americans. 
Moreover, political autonomy, indi- 
cated in Canada by different policies 
on everything from Iraq to marijuana, 
has not had a large impact on Ameri- 
can public opinion of Canada, and 
may even have helped it. In other 
words, Canada and Mexico need not 
become Americanized politically and 
culturally to enjoy the benefits of an 
integrated North American economy. 


This phenomenon can be clearly seen 
in Canadian attitudes regarding North 
American integration. Although fears 
of Americanization remain, Canadians 
are increasingly comfortable with 

the discussion concerning economic 
integration, which is seen as separate 
from political and cultural issues. 

At the same time, while Canadians, 
Americans, and Mexicans understand 
that it is essential to maintain efficient 
movement of goods and people 
through the borders, they are increas- 


and Mexicans want increased harmo- 
nization leading to a “race for the top” 
within North America. This is espe- 
cially true for water, toxins, and air 
pollution, with climate change being 
more controversial. It is interesting 
to note that the EKOS research indi- 
cates that a majority in each country 
indicated they would like to see an 
integrated North American policy 
relating to environmental quality — 
the only issue for which this is the 
case. Also important is the role of 


Although fears of Americanization remain, Canadians are 


increasingly comfortable with the discussion concerning 


economic integration, which is seen as separate from political 


and cultural issues. 


ingly sceptical about the practicality, 
and the benefit of getting rid of these 
borders, physically and politically. 


The general consensus among confer- 
ence participants was that these and 
other factors, including the political 
situation in the United States, make 
it unlikely that further changes of the 
magnitude of the North American 
Free Trade Agreement (NAFTA) would 
happen anytime soon. Instead, incre- 
mental change, building on the new 
confidence and benefits of NAFTA for 
all three countries, can be used to 
increase integration. Looking at ways 
of improving its dispute resolution 
mechanisms, extending it to previ- 
ously excluded areas, and increasing 
the effectiveness of its environmental 
controls were all seen as possible steps 
in the medium term. 


One of the most promising areas for 
further integration is environmental 
policy, where Canadians, Americans, 


environmental issues within trade 
negotiations. Participants spoke, in 
particular, about NAFTA’s Commission 
for Environmental Cooperation and 
the need for increased resources to 
fulfill its mandate. 


The other area seen as desirable was 
the Canada-Mexico relationship 
within the North American context. 
Many participants emphasized the 
advantages of strengthening this 
aspect of the North American relation- 
ship. Both Canada and Mexico must 
work to improve their image within 
the United States and their capacity 
to lobby for their interests within the 
US political system. It would be to 
Canada’s advantage for the United 
States to better understand the com- 
plex Canadian-American relationship, 
which implies an investment on our 
part. Moreover, the importance of 
shaping issues in terms of domestic 
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American interests and gaining allies 
within the United States who share 
one’s interests, was understood to be 
vital to the success of any such cam- 
paign. Also important is the ability of 
Canada and Mexico to work together 
to increase their negotiating power 
relative to the United States. For this 
to be a success, real progress must 

be made to strengthen the Canada- 
Mexico component of the North 
American relationship. This would not 
only involve increasing knowledge of 
each other, but also a strengthened 
economic and political relationship. 


For more information on this confer- 
ence, visit the Public Policy Forum 
web site at <www.ppforum.ca>. 
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Notes 


1 This article is excerpted from a larger 
paper. The full version is available 
on request by email to 
c.boucher@prs-srp.gc.ca 


2 Speech to the House of Common, 
Ottawa, June 18, 1936. 


3 They concluded that the basic values of 
all Canadian and American societies are 
converging and becoming more alike as 
time goes by. 


4 Nevitte (1996) found that between 1981 
and 1990 the directions of change 
between both countries were the same 
on 22 of the 25 dimensions presented. 


S Jeffrey Simpson (2000) claimed that both 
countries are “becoming more alike” 
and “this drawing together does not 
arise because Americans are changing... 
Canadians are the ones...who are becom- 
ing more American,” but not the other 
way around. 
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anadian provinces and US 

states have had bilateral rela- 

tions for a long time. Yet, 
these relations are now so frequent 
and so diverse that, more than ever, 
they have become an essential part of 
the relationship between Canada and 
the United States. New memoranda of 
understanding, compacts, and agree- 
ments continuously confirm and add 
to the vitality of these relations. 


Not only is the universe of province- 
state relations expanding rapidly, but 
their complexity is also increasing. 
Better understanding this dynamic 
and its implications has become an 
urgent necessity for the two federal 
governments, particularly the Govern- 
ment of Canada. To appraise the 
consequences of expanding province- 
state relations, it is necessary to evalu- 
ate the extent of the transformations 
taking place. But first, we need to start 
with a thorough description of the 
actual situation. 


The overall objective of the ongoing 
PRI study is to formulate policy recom- 
mendations for the Government of 
Canada based on the implications 

of province-state relationships.! The 
thrust of this article is more modest. 
Its chief aim is to give an overview 

of the web of relationships among 
provinces and states. Then we con- 
sider some lessons that can be drawn, 
at this point, from contemporary 
province-state relations. As well, some 
hypotheses related to policy implica- 
tions and recommendations are pro- 
posed, but these are simply a glimpse 
at what seems to be taking shape in 
the distance. These latter considera- 
tions constitute two shorter sections 
at the end. 


Global Para-Diplomacy 


Global para-diplomacy refers to links 
between provincial governments 
and foreign central or state govern- 
ments “for the purpose of influenc- 
ing general trade, investment, and 
other policies and actions” (Duchacek, 
1990:18). Canadian provinces 

have been involved in global para- 
diplomacy for a long time, and not 
simply with the United States. Many 
provinces have relationships with 
political entities in Europe, Asia, 
Africa, and so forth. Yet, in recent 
years, provincial priorities have defi- 
nitely focused on relationships with 
Canada’s southern neighbour. 


As part of global para-diplomacy, 
trade missions and official visits are 
commonplace. The Atlantic Provinces 
joined forces with the Government 
of Canada in Team Canada Atlantic. 
Premier Klein and Premier Campbell 
undertook a joint mission in Texas 
and California in late 2003. Once 
elected, Premier Charest and Premier 
McGuinty’s first initiatives abroad 
were to meet officials in New York. 


More recently, official visits have taken 
another dimension, as some premiers 
have not limited their contacts to state 
officials. Both, Premier Klein and Pre- 
mier Hamm have paid separate visits 
to Vice-President Cheney. However, 
some premiers have expressed reserva- 
tions about this type of initiative 
(Dunfield, 2003:1). 


Provincial missions abroad have 
aiso become part of the diplomatic 
landscape. Quebec has seven such 
offices in the United States; Alberta 
has one, in Portland, Oregon, and it 
plans to open another one soon in 
Washington, DC. Premier McGuinty 
announced his intention to reopen 
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some offices for Ontario. Missions and 
official visits in Canada are also com- 
mon from US states. Over 10 states 
have offices in Canada. 


Membership in US organizations is 


another frequent form of co-operation. 


The Council of State Governments, 
the National Conference of State 
Legislatures, the National Governors 
Association and their regional 
branches have granted memberships - 
full, associate, or affiliate — to the 
governments of the provinces, to their 
legislative assembly, and to the pre- 
miers. Conversely, membership of US 
states in Canadian organizations does 
not seem to exist. This points to an 
asymmetry that is one of the striking 
aspects of province-state relations. 


From all indications, it appears the 
number of provincial global para- 
diplomacy relationships with the 
United States has grown regularly 

in recent years. The new element 
here is the direct exchange between 
some premiers and officials of the 
US government. Yet, as a whole, the 
developments of the last decades are 
a sign of greater co-operation between 
provinces and states. 


We now turn to a more innovative 
aspect of province-state relationships: 
trans-border para-diplomacy. 


Trans-Border Para-Diplomacy 


Trans-border para-diplomacy refers 

to links between neighbouring 
provinces and states. Recently, it is 

in this area that the intensity of activi- 
ties has been the highest, and is where 
initiatives are the most innovative, 
signalling, perhaps, the emergence 

of cross-border regions. 


Two reasons for this could be the 
fragmentation of international rela- 
tions leading to the multiplication 


of “trans-governmental relations,” that 
is, “direct interactions between agen- 
cies (governmental sub-units) of differ- 
ent governments” (Keohane and Nye, 
1976:4), and a restructuring of these 
relations around regional priorities. 


The Fragmentation of International 
Relations 


The emphasis on economic issues, the 
focus on trade liberalization, and the 
ensuing opening of borders to goods, 
services, persons, and ideas have made 
international relations a continuation 


relations, of a wider phenomenon 
associated with modernity in general. 
“lA]s social relations become laterally 
stretched and as part of the same 
process, we see the strengthening of 
pressure for local autonomy and 
regional cultural identity” (Giddens, 
1990:65). 


Trade agreements between Canada 
and the United States, and later with 
Mexico, as well as the negotiations 
leading to and following the creation 
of the World Trade Organization, 


Trans-border para-diplomacy refers to links between neighbouring 
provinces and states. Recently, it is in this area that the intensity 
of activities has been the highest, and is where initiatives are 


the most innovative, signalling, perhaps, the emergence of 


cross-border regions. 


of the domestic functions of the cen- 
tral governments in a number of sec- 
tors, such as energy, transportation, 
and agriculture, but also in the envi- 
ronment, culture, and even public 
administration. Today, branches and 
departments of central governments 
have their own international links. 
For the same reasons, international 
relations have become more and more 
important for the sub-federal govern- 
ments, given their responsibilities in 
most of these areas. 


The same underlying causes (i.e., 
emphasis on economics, trade liberal- 
ization, and so forth) have led the 
provinces to pay greater attention to 
their partners throughout the world 
and, singularly, to their neighbouring 
partners. This is not specific to the 
relations between Canada and the 
United States; it is happening in 
Europe as well. In fact, it is an illus- 
tration, in the realm of international 


illustrate and have contributed to 

the fragmentation of international 
relations. Sectoral issues were often 

so complex that they required special 
negotiations by experts, and they 
often led to specific agreements or 
treatments, on services, in agriculture, 
on the environment, on culture, and 
so forth. In addition, these negotia- 
tions also called for continuous con- 
sultations after agreements were 
signed. Given the shared jurisdictions, 
the provinces were drawn into the 
negotiations, and they remained 
involved in their implementation. 


As an example, in agriculture, the 
States-Provinces Agricultural Accord 
was established in 1984. When Mexico 
joined, it became the Tri-National 
Agricultural Accord. At its annual 
meetings, representatives of the Cana- 
dian provinces, and US and Mexican 
states discuss the challenges faced by 
their respective agricultural sectors. 
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Three bilateral working groups 
(Canada-United States, Canada- 
Mexico, United States-Mexico) have 
been organized. Between Canada and 
the United States, questions such as 
animal health affecting trade, agricul- 
tural biotechnology, and certification 
issues are discussed. In addition, Cana- 
dian provinces also work closely with, 
and in some cases are members of, the 
US National Association of State 
Departments of Agriculture. 


The Development of Trans-Border 
Para-Diplomacy 


As the fragmentation of international 
relations takes place, and as provinces 
are more and more involved inter- 
nationally on sectoral issues, another 
dynamic is emerging. Neighbouring 
provinces and states become increas- 
ingly aware of the benefits of regional 
co-operation, thus contributing to 

a new dimension of Canada-US 
relations. 


Usually, this co-operation applies to 
the same range of sectors, regardless 
of the regions. Not surprisingly, it 
extends mostly in the areas under 
provincial or shared jurisdiction, or at 
least of shared interest, such as trade, 
agriculture, transportation, energy, 
tourism, technology in general, the 
environment and, of course, border 
issues. It may take the form of new 
organizations, or it may instill new life 
or provide new mandates to existing 
ones. But, most importantly, there 
does not seem to be any set pattern, 
and the organizational responses vary 
considerably depending on the cir- 
cumstances. The same types of organ- 
izations can be found in different 
regions, but each region has its own 
mix of co-existing organizations. 


More and more provinces have signed 
memoranda of understanding with 


neighbouring states: Alberta with 
Montana (1985), Manitoba with 
Minnesota (1988), British Columbia 
with Washington State (1992), Ontario 
with New York (2001) and with 
Michigan (2002), Quebec with New 
York (2002). Earlier, these understand- 
ings were likely specific, on the envi- 
ronment for instance but, recently, 
have tended to become more encom- 
passing, mostly calling for general 
economic co-operation. 


The resolutions passed by the PNWER 
are clearly marked by regional priori- 
ties, whether it is on energy, agricul- 
ture, or the environment. Despite that 
strong focus, the PNWER has not been 
overly critical of the federal govern- 
ments. At most, we find a resolution 
in 2003 urging the US government 

to remove the embargo on Canadian 
beef. Yet, it is undeniable that a 
regional solidarity is manifesting itself. 
A case in point is the support given 


As the fragmentation of international relations takes place, and as 


provinces are more and more involved internationally on sectoral 


issues, another dynamic is emerging, that of regional co-operation. 


At the same time, in some areas, 
cross-border co-operation appears to 
transcend the usual bounds of para- 
diplomacy, suggesting the emergence 
of cross-border regions. 


One striking example is the Pacific 
Northwest Economic Region 
(PNWER). The PNWER is the most 
recent, but also the most sophisticated 
regional organization of its sort in 
North America. Its members are British 
Columbia, Alberta, Yukon, and the 
states of Alaska, Idaho, Montana, Ore- 
gon, and Washington. It is the only 
organization established specifically 
for regional co-operation on that scale. 


The PNWER’s structure is elaborate. It 
has an executive committee, a delegate 
council and a private sector council, 
working groups, and a secretariat. One 
striking characteristic of the PNWER is 
its representation, balanced between 
public and private sectors, Canadian 
and US members, members of the leg- 
islatures and members of the execu- 
tives, and majority and minority 
(opposition parties in Canada). 


by four US states in the PNWER for 
Vancouver's bid for the Winter 
Olympic Games, which drew criticism 
from The New York Times (2003). 


The next region offering a parallel is 
the East. The Conference of New Eng- 
land Governors and Eastern Canadian 
Premiers (NEG/ECP) goes back 30 
years to 1973. It is a much lighter 
institution. It has a twin secretariat, 
staffed on the United States side by 
the secretariat of the Governor’s 
Conference, and on the Canadian 
side, it is under the responsibility of 
the secretariat of the Council of 
Atlantic Premiers. The NEG/ECP Con- 
ference also relies on working groups 
or committees, such as the Northeast 
International Committee on Energy, 
or the International Northeast Biotech- 
nology Corridor. 


At the 2000 meeting in Halifax, the 
Conference entered a new phase with 
the establishment of the Standing 
Committee on Trade and Globaliza- 
tion that works on transportation and 
border issues, and encourages trade 
promotion among its members. That 
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meeting also marked the first time the 
business sector held a forum in parallel 
with the Conference meeting. 


The NEG/ECP has been a useful club 
where neighbours have had opportu- 
nities to discuss issues of common | 
interest. But, it has been much more 
than that. On many issues, it has 
sponsored influential studies. In recent 
years, much work has been done on 
environmental issues. The Working 
Group on Global Mercury Assessment 
presented a report that led to a letter 
from the Conference to the United 
Nations Environment Programme 
sharing its findings and recommenda- 
tions. Over the years, the Conference 
has submitted a number of resolutions 
to the federal governments. It urged 
repeal of Section 110 of the US Illegal 
Immigration Reform and Immigrant 
Responsibility Act of 1996 that imposed 
new controls on foreigners on entry 
and exit at the US border. On the sub- 
ject of acid rain, the conference also 
passed a resolution calling on “the US 
EPA to reconsider its revision [of the 
rules governing New Source Review 
under the Clean Air Act] and recom- 
mit to protecting the public health of 
all citizens” (NEG/ECP, 2003:1). 


For all its initiatives, the Conference is 
not the rallying point that PNWER has 
become in the West. While cross-bor- 
der co-operation is also increasing in 
the East, it does not display the same 
dynamic of the emergence of a cross- 
border region. But it is still more than 
what can be found in other regions 
along the border. 


Still, cross-border co-operation is on 
the rise everywhere. In the Great Lakes 
region, Ontario and Quebec are associ- 
ate members of the Council of Great 
Lakes Governors and of the Great 
Lakes Commission (although neither 


organization has championed cross- 
regional co-operation much beyond 
concern for the environment). There 
are other regional initiatives like the 
International Association of Great 
Lakes and St. Lawrence Mayors that 
has its secretariat in Québec City, or 
the memoranda of understanding 
between Ontario and New York and 
Michigan. But so far, the region does 
not appear clearly as a working con- 
cept except, of course, for the Great 
Lakes system, which could become 
one major, but only one, dimension 
of a regional entity. 


In the Prairies, regionalization is still 
in its infancy. There is co-operation 
between Manitoba and its neighbours 
on the management of the Red River 
Basin, for instance. That province also 
has a memorandum of understanding 
with Minnesota, and Saskatchewan 
has one with Montana, but this does 
not yet translate into a regional 
dynamic, despite the efforts of a 

few, mostly US, non-governmental 
organizations that try to promote 

the concept of Northern Great Plains. 
However, the lack of organizational 
structure did not prevent Manitoba 
from participating in a joint mission 
with US states in Northern Europe on 
the subject of energy diversification. 
On that occasion, Manitoba signed a 
memorandum of understanding with 
Iceland, and the ambassadors from 
Canada and the United States were 
present at the ceremony. 


Lessons From Cross-Border 
Co-operation 


The first overwhelming observation is 
almost tautological: the cross-border 
organizations’ priorities are in the 
regional dimensions of areas where 
provinces and states have jurisdictions 
(exclusive or shared). As organizations, 


they rarely venture into issues that 
lack this characteristic. We only know 
of one example to the contrary, when 
the NEG/ECP passed a resolution on 
China on humanitarian grounds, 
related to the events in Tiananmen 
Square in 1989. 


The situation is more complex when it 
comes to areas where the provinces 
and states have jurisdiction, but where 
the issues transcend the region (e.g., 
energy or the environment). For exam- 
ple, the PNWER has decided to study 
some technical aspects of the Kyoto 
Protocol. However, in areas of shared 
jurisdiction or shared interests, the 
organizations have usually worked 
closely with federal authorities, which 
is often the case in agriculture, trans- 
portation, border security, or the envi- 
ronment. That collaboration does not 
preclude regional lobbying, which is 
one raison d’être of these organiza- 
tions. Yet there is always the possibility 
that regional viewpoints will trump 
national priorities, as in the case of 
acid rain with the NEG/ECP. 


Second, provinces and states learn 
from one another. Recently, at a 
PNWER meeting, representatives of 
US states passed a resolution calling 
for better briefing from their federal 
government on questions of trade 
negotiations. They encouraged “State 
Legislators to review Alberta’s Interna- 
tional Trade Agreement Implementa- 
tion Act to determine if it might be 
applicable in US jurisdictions” 
(PNWER, 2003:1). 


Third, this cross-border co-operation 
always strives to improve relations 
between neighbours. Exchange of 
information is one avenue to that end. 
But more and more mechanisms have 
been established to avoid and resolve 
eventual disputes. The NEG/ECP has 
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established such a mechanism; the 
PNWER is implementing its own; and 
the Alberta-Montana memorandum of 
understanding contains one. This does 
not always prevent disputes, even 
local ones, as when Abbotsford, British 
Columbia, was able to prevent the 
building of power lines that Suma, 
Washington, was requesting. In that 
example at least, the decision of a 
higher jurisdiction — the National 
Energy Board — made the difference 
(Hume, 2004:1). 


concerned by this new regional and 
cross-border phenomenon. 


The two trends that we identified — 
fragmentation of international 
relations along sectoral lines and 
regional restructuring — cannot be 
ignored. They are now an integral 
part of Canada-US relations, and 

they do not show any sign of abating. 


As far as regional cross-border co- 
operation is concerned, it seems to 
benefit local actors through better 


Cross-border co-operation is on the rise everywhere. 


Fourth, co-operation between cross- 
border partners can lead to common 
initiatives toward third parties (e.g., 
the mission Manitoba shared with 
US states in Europe). However, so far, 
there have not been that many exam- 
ples of such joint initiatives. The sup- 
port by US states of Vancouver’s 
Olympic candidacy is of that nature, 
and so are a few initiatives, especially 
in tourism for instance, intended to 
market New England and the Mar- 
itimes in Europe, or the Northwest 
region in Europe and Asia. 


Policy Implications for the 
Government of Canada 


This presentation of a new dynamic 
in relations between Canada and the 
United States is, given the complexity 
of the phenomenon, necessarily brief. 
It is risky at this stage to draw definite 
conclusions. Yet, we can share some 
preliminary propositions, subject to 
further testing. 


In particular, we can start addressing 
the all-important question of whether 
the Government of Canada should be 


understanding and the pooling of 
common interests. In that way, it is 
positive for all as it furthers global 
co-operation between Canada and 
the United States. 


Until now, regional organizations have 
been largely respectful of their jurisdic- 
tional limitations, and they have usu- 
ally acted as regional relays of national 
policies. Hence, they should be seen as 
opportunities in the overall relation- 
ship with the United States. 


In North America as in Europe, cross- 
border co-operation is “highly context- 
sensitive, conditioned by degrees of 
regional self-awareness, local identities 
[and] ideological discourses” (Scott, 
1999:606), but these are all normal 
ingredients in a federation. Cross-bor- 
der co-operation adds a new context 
to federal-provincial relations, but the 
heart of the matter remains the same. 
Not all regions or provinces engage in 
cross-border co-operation in the same 
way or to the same extent, and the 
Government of Canada should inte- 
grate these differences in its approach 
to Canada-US relations. 


References 


Duchacek, Ivo D. 1990. “Perforated Sover- 
eignties: Towards a Typology of New Actors 
in International Relations.” Federalism and 
International Relations. The Role of Subna- 
tional Units, eds Michelmann and Soldatos. 
Oxford: Clarendon Press, pp. 1-33. 


Dunfield, Allison. 2003. “Premiers to discuss 
Canada-U.S. relations” The Globe and Mail. 


July 8. 


<http://www.globeandmail.com/servlet/story 
/RTGAM.20030708.wprem0708/BNStory/ 
National/>. 


Giddens, Anthony. 1990. The Consequences 
of Modernity. Stanford: Stanford University 
Press. 186. 


Hume, Mark. 2004. “Jubilant B.C. Mayor 
Savours Victory over US Power Giant.” The 
Globe and Mail. March 5. 


Keohane, Robert, O. and Joseph S. Nye. 
1976. “The Complex Politics of Canadian- 
American Interdependence.” Canada and The — 
United States: Transnational and Transgovern- 
mental Relations, eds A. Baker Fox et al. New 
York: Columbia University Press, pp. 3-15. 


NEG/ECP (New England Governors/Eastern 
Canadian Premiers). 2003. “Resolution Con- 
cerning Equitable Air Pollution Control 
Strategies. Resolution 28-8.” 28th Annual 
Conference of the New England Governors 
and the Eastern Canadian Premiers. Groton, 
CT. September 7-9. 


PNWER (Pacific NorthWest Economic 
Region). 2003. Trade & Economic Develop- 
ment Working Group. Session II Action 
Item. Annual Summit July 16. 


Sandomir, Richard. 2003. “Olympics; 4 States 
Defend Support of Vancouver Bid.” The New 
York Times. May 7. 


Scott, James, W. 1999. “European and North 
American Contexts for Cross-Border Region- 
alism.” Regional Studies 33, no. 7: 605-617. 


Note 


1 This article is derived from a continuing 
study. The first part of the analysis, 
mostly structural, is completed. The con- 
clusions of the present article are based 
on that work, The next part of the analy- 
sis, more functional, will shed more light, 
from a different angle, on these regional 
dynamics. Part one of the study, A Typol- 
ogy of the Canada/US Relationships, is avail- 
able on request. 
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here is now increasing scepti- 

cism among observers that 

deepening continental eco- 
nomic integration is generating policy 
convergence between Canada and 
the United States (Hoberg, 2002). Yet, 
there are several reasons to suspect 
that cross-border policy convergence 
would emerge earlier and more force- 
fully at the provincial rather than at 
the national or federal level. In fact, 
examining patterns of cross-border 
policy similarity and difference 
between Canadian provinces and 
American states — especially in the 
social and environmental policy 
fields - may well be a better test of 
the linkage between economic inte- 
gration and policy convergence than 
national-level comparisons. 


Our research examines the hypothesis 
that policy convergence over time 
will be greater among specific pairs 

of tightly linked American states and 
Canadian provinces than is evident in 
national-level comparisons. We have 
developed a methodology for identify- 
ing these tightly linked pairs, based 
on various measures of geographical 
proximity and state-province eco- 
nomic integration. We focus on spe- 
cific aspects of social policy (levels 

of social protection and income redis- 
tribution) and environmental policy 
(pollution abatement and control) as 
these are fields where there has been 
considerable concern regarding the 
convergent effects of continental 
economic integration. 


We have found that, in the areas of 
income redistribution and social pro- 
tection, as well as expenditures on 
environmental protection, national 
patterns of convergence and diver- 
gence are not fundamentally chal- 
lenged by sub-national patterns. At 


the same time, patterns of similarity 
and difference over time for various 
subsets of matching state and province 
pairs generally differ in degree, if not 
in direction, from national-level pat- 
terns. However, after 1995, there are 
some indications of a pattern that fits 
with the contention that convergence 
may be occurring at the state-province 
level, which is not evident in national- 
level patterns. 


Sub-National Governments, 
Continental Economic 
Integration, and Policy 
Convergence 


While national-level studies are impor- 
tant in terms of furthering our under- 
standing of the relationship between 
economic integration and domestic 
policy autonomy, it also is critical to 
examine this relationship at the sub- 
national level. This is one of the cru- 
cial implications of the decentralizing 
tendencies associated with global- 
ization. As economic power shifts 
upward, sub-national governments 
and regions within countries may 
find it advantageous in terms of their 
distinctive economic requirements to 
“leapfrog their national governments 
and tie themselves to overarching 
structures” (Courchene, 1998: 272- 
273). In the likely situation that some 
sub-national governments are more 
economically integrated into intern- 
ational markets than others, these 
governments may demand more pol- 
icy-making room to respond to inte- 
grating effects and trends. This line 
of reasoning implies that the policy 
independence of sub-national units, 
such as Canadian provinces and 
American states, will continue to 
grow as globalization and economic 
integration proceed. 
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Indeed, provinces already control 
some of the most important policy 
levers for adjusting to increasing eco- 
nomic integration and competitive 
pressures. Decentralization of the 
Canadian federation, driven in part 
by the politics of Quebec nationalism 
as well as the dynamics of economic 
integration and globalization described 
above, have reinforced provincial 
policy dominance. Second, provinces 
have distinct economic structures 
and trading patterns requiring unique 
policy adjustment, and provincial 
governments are, arguably, more 
sensitive than the federal government 
to the pressures generated by cross- 
border economic integration and 
competition. Thus, according to 
Courchene (1998: 289-291), provinces 
will increasingly tailor their public 
policies to the patterns prevailing in 
the states with which they are inte- 
grating and/or competing. 


Moreover, regions of Canada are eco- 
nomically integrating not with some 
amorphous mass called the United 
States but, rather, with particular 
American regions and states. Thus, 

it is crucial to recognize the signifi- 
cance of the American states in 
various fields of public policy, and 
the degree to which this significance — 
has been increasing over time. The 
states have become increasingly 
important actors in terms of public 
policy provision, both as a result of 
the “devolution revolution” and the 
fact that the 1990s were good years 
for state coffers. State governments 
had the resources to improve their 
policy capacity, take on new respon- 
sibilities, and, in many cases, inno- 
vate. Thus, examining cross-border 
policy similarity and difference at 
the sub-national level may well be 

a better test of the linkage between 


economic integration and policy 
convergence than national-level 
comparisons. 


Convergent effects of cross-border eco- 
nomic integration at the sub-national 
level, to the extent that they exist, 
should be evident in social and envi- 
ronmental policy. First, both ought to 
be particularly sensitive indicators of 
Canada-US policy convergence since 
they are seen to be key elements in 
determining competitive advantage. 


adjustment in reaction to direct com- 
petition is suspected, policy compar- 
isons between provinces and their top 
competitor states might be considered. 
As outlined below, the criteria deter- 
mining the province-state pairs to 

be compared include the following. 


e Geographic Proximity: Contiguous 
Provinces/States match provinces 
and states that share a physical 
border and/or direct travel routes, 
and generates 16 cross-border 


Regions of Canada are economically integrating not with some 


amorphous mass called the United States but, rather, with 


particular American regions and states. 


Second, social policy and environ- 
mental policy have become standard 
focuses in national-level analyses, and 
they are obvious candidates for an 
alternative approach complementing 
these national-level analyses. Finally, 
these two areas have been central to 
those concerned about the convergent 
effects of economic integration. 


Identifying Cross-Border, 
State-Province Pairs 

Identifying which pairs or sub-groups 
of states and provinces to examine for 
policy convergence depends on the 
suspected causes of convergence. If the 
suspected cause is cultural interpene- 
tration or cross-border spillovers (as in 
the case of trans-jurisdictional pollu- 
tion), considering neighbouring states 
and provinces may be most appropri- 
ate. If economic integration is the sus- 
pected cause of policy convergence, 
examination of provinces paired with 
those states with which they have the 
strongest economic ties (e.g., highest 
levels of trade) may be best. If policy 


pairs, while Nearby Provinces/States 
matches provinces with states that 
are nearer than the nearest Cana- 
dian province, which generates an 
additional 20 state-province pairs. 
Our Proximity Index, which incorpo- 
rates both distance and population 
size (population/distance2), is used 
to include state-province pairs, 
which have a higher than the aver- 
age proximity index (average of the 
top-five proximity index pairs for 
each of the 10 provinces) and gen- 
erates 14 pairs — four of which are 
not captured in either of the two 
other criteria outlined above. 


+ Economic Integration/Competition: 
Economic Integration matches states 
and provinces based on an index 
of provincial merchandise trade to 
individual American states, meas- 
ured as a proportion of provincial 
GDP, and includes the top ranking 
state for each province, as well as 
second ranking states in those 
cases where it is above the overall 
average for top ranking states. Com- 
petition matches provinces to those 
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states viewed as top competitors 

in attracting trade and capital 
investment.2 Benchmarking matches 
provinces with those jurisdictions 
used as primary benchmarks 
against which they position 
themselves in a competitive 
economic market. 


Combining these criteria for pairing 
states and provinces generates 49 state- 
province pairs (out of a possible 500 
pairs) based on pairing the Canadian 
provinces with a total of 21 different 
states (See Table A). Each set of state- 
province pairs thus generated may be 
compared to each other, to pairings 
of all states and provinces, and to 
pairings of Canadian provinces to 

see if cross-border similarity is higher 
among any of these subsets and 
whether convergence within any 

is more marked. 


Empirical Comparisons 


Social Protection and Income 
Redistribution 


Our comparisons examine differences 
and similarities in the net impact 

of both taxes and transfers on the 
income distribution by focusing on 
share gains (the difference in the 
proportion of final income going to 

a particular income group after taxes 
and transfers in comparison with that 
group’s share of market income before 


Economic Integration/Competition 
Economic Integration 

f=) Competition 

Bi Benchmarking 


Geographical Proximity 

© Contiguous Provinces/States 
M Nearby Provinces/States 

EM Proximity Index 


TABLE A: 


Summary of Province-State Pairs 


Newfoundland and Labrador 


Maine 


Massachusetts 


New York 


Prince Edward Island 


Maine 


Massachusetts 


New York 


New Jersey 


Nova Scotia 


Maine 


Massachusetts 


Vermont 


New York 


North Carolina 


New Brunswick 


Maine 


Massachusetts 


Vermont 


New York 


Pennsylvania 


Québec 


Maine 


Massachusetts 


New Hampshire 


Vermont 


New York 


Pennsylvania 


Ontario 


Michigan 


Ohio 


Pennsylvania 


Vermont 


New York 


Minnesota 


Illinois 


Indiana 


Manitoba 


Minnesota 


Montana 


North Dakota 


South Dakota 


Saskatchewan 


Minnesota 


Montana 


North Dakota 


Illinois 


Wisconsin 


Alberta 


Montana 


Oregon 


Washington 


New York 


British Columbia 


Idaho 


Montana 


Oregon 


Washington 


California 
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Average Difference in Income Share Gains for those in 
the Bottom Half of the Income Distribution, Between 
Variously Matched Pairs of Provinces and States 
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taxes and transfers) for the bottom 
half of the income distribution, the 
bottom quintile, and the top quintile. 


An examination of the average differ- 
ence in share gains between matching 
pairs of all provinces, contiguous 
provinces, and all states matched with 
all provinces presents an overall pic- 
ture of cross-provincial convergence. 
This is in comparison with continuing 
distinctiveness between states and 
provinces in the share gains of the 
bottom half of the income distribution 
and the top quintile (See Figure 1). 


An examination of average difference 
in share gains for the bottom half 

of the income distribution between 
variously matched pairs of states and 
provinces reveals an overall pattern 
of slightly increasing differences over 
the entire period. A stark exception 
is Contiguous States and Provinces, 
where there is a striking pattern of 
convergence from 1980 to 1990, 
which reversed slightly in the 1990s. 
While the distinction between our 
measures of geographic proximity 
and economic integration/competition 
was not clear in 1980, the differences 
between matching pairs are consis- 
tently lower for our measures of 
geographic proximity than for our 
measures of economic integration/ 
competition after 1990. A similar 
pattern is evident for comparisons 
examining the share gains of the 
bottom quintile. 


A different pattern is evident for differ- 
ences in the share reduction of the 
top quintile. Here, the overall pattern 
between state-province pairs is conver- 
gence (See Figure 2). While the degree 
of convergence over time and levels of 
difference at any given point in time 
vary among our various sets of match- 
ing pairs, there are no clear differences 
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between geographically based pairs FIGURE 3 
and those based on indicators of eco- 
nomic integration/competition. In 
contrast to patterns for the bottom 
half, by 2000, the two most similar 
sets of matched pairs were those based 
on Economic Integration and on our 
Proximity Index (taking into account 
both distance and population). Here 
too, the general pattern of conver- 
gence was more marked after 1995. 


Average Difference in Pollution Abatement and Control 
Expenditures, Between Variously Matched Pairs of 
Provinces and States 


The evidence for these income cate- 
gories generally seems to run contrary 
to the expected pattern generated by 
Courchene’s analysis, by which differ- 
ences between provinces should 
increase, while cross-border jurisdic- 
tions should become increasingly 
similar. Rather, the picture that 


% Difference 


30 r a 
1986 1991 1994 


a eno an eo —— Al Provs/States — — Economic Integration ---- Contig Provs/States 
border differences have generally = = = Contig Provs Sime Bench V4 le Proximity Index 
increased, while differences among AR ol Seren 
provinces have generally decreased. 

There is somewhat more support for to the cross-border mobility of the enforcement, stringency of regula- 
the expected pattern generated by top quintile and in comparison to tions) may be misleading, as they do 
Courchene’s analysis after 1995. Differ- the cross-provincial mobility of the not necessarily translate into higher 
ences among contiguous provinces bottom half), there is a pattern of levels of environmental protection. 
began to grow rather than decline, cross-provincial convergence and Recognizing these serious measure- 
as had been the pattern since 1980, cross-border divergence. ment challenges, comparing public 
ne SI ete among all Environmental Policy expenditures on pollution abatement 
provinces is still the pattern. Second, and control (PACE) provides some 


convergence in share reductions for Measurement of the effects of govern- indication of the commitment of 
ment intervention in environmental 


the top quintile among state-province various jurisdictions to undertake 


pairs became more marked after 1995. prot? is notoriously difficult. environmental protection. 
Environmental outcome measures 


Distinct patterns among the different do not present a ready-made counter- An examination of average differences 
income categories are precisely factual (as in the case of income redis- in PACE between variously matched 
what one might expect if conver- tribution) by which one can clearly provinces and provinces/provinces 
gence is based on mobility between identify what the situation would have  reveals an initial pattern of divergence 
jurisdictions. For the top quintile been in the absence of government followed by convergence through the 
(the group that is also likely to be intervention. Absolute outcome meas- 1990s (see Figure 3). Most significantly, 
the most mobile across jurisdictions), ures (such as air quality) are compli- this figure illustrates that provinces 
there is convergence both across cated by factors, such as geography, are, on average, no more similar to 
provinces and across states and industrial concentration, and climate each other as a group, or even to their 
provinces after 1990. For the bottom conditions, and are contaminated by neighbouring provinces, than they 
half of the income distribution, factors, such as cross-border flows of are in general to American states as a 
where cross-border mobility is much pollutants. At the same time, output group. While this snapshot is in keep- 
more limited (both in comparison measures (expenditure, level of ing with expectations generated by 
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Courchene’s analysis, the dynamic 
aspect of this pattern is one of general- 
ized convergence both among states 
and provinces, as well as among 
provinces themselves. 


Examining our different sets of match- 
ing state-province pairs, all the pair- 
ings follow a similar pattern. With the 
exception of benchmark pairings, the 
differences between matching state- 
province pairs are consistently lower 
when paired according to geographic 
proximity than when paired according 
to our measures of Economic Integra- 
tion/Competition. By 2000, average 
differences among Contiguous 
Province/State pairs (36.0%), as well 

as Nearby Provinces/States (37.5%), 

were significantly lower than the aver- 
age differences among All Provinces 
(43.5%). They were even lower than 
the average differences among pairs of 
contiguous provinces (48.9%). In com- 
parison, state-province pairs based on 
Economic Integration (52.4%), and those 
based on Competition (52.8%), are the 
least similar of any set of province or 
state-province pairs. These patterns 
seem to cast doubt on the argument 
that increased trade is the primary 
factor driving convergence. 


Observations 


Our initial research has attempted to 
gauge the degree to which analysis 

of cross-border patterns of policy 
convergence can provide leverage on 
the question of whether increasing 
economic integration leads to policy 
convergence. In the areas we have 
empirically examined, we make the 
following observations. First, national 
patterns of convergence and diver- 
gence do not appear to be fundamen- 
tally challenged by sub-national 


patterns. However, there are interest- 
ing sub-national patterns that differ 

in degree, if not in direction, from 
national-level patterns, and we expect 
that these differences, when more 
fully described, should help provide 
increased analytical leverage on 
broader questions regarding conver- 
gence. Moreover, there is some evi- 
dence after 1995 supporting the 
contention that convergence may 

be occurring among sub-national, 
cross-border jurisdictions that is not 

as evident in national-level analyses. 
One example is share gains for the top 
quintile among proximate states and 
provinces (including distance and pop- 
ulation size), as well as for high trad- 
ing pairs after 1995. Similarly, in the 
1990s, convergence among states and 
provinces in PACE is more marked 
among contiguous state-province pairs 
than among all states and provinces 
taken together. 


This analysis suggests that extending 
our investigation to include additional 
indicators and aspects of policy out- 
puts is necessary to see if similar pat- 
terns to those described above still 
hold. In addition, developing more 
detailed comparisons between specific 
cross-border matching pairs (e.g., 
British Columbia-Washington, 
Ontario-Michigan) would be useful. 
Finally, a more rigorous program of 
comparing and contrasting matching 
pairs with different characteristics (e.g., 
proximity, trade interdependence, etc.) 
is necessary to help untangle the 
causal relationships between factors, 
such as economic integration and pol- 
icy convergence. Such investigation 
promises to enrich significantly the 
existing national-level studies examin- 
ing cross-border policy influences. 
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Notes 


1 This research program has been funded 
by a Social Sciences and Humanities 
Council of Canada Standard Grant. The 
authors would like to thank Matt Walcoff 
for his invaluable research assistance. 


2 Provinces may also undertake policy 
adjustment in reaction to competitive 
pressures from American states in the 
absence of high levels of merchandise 
trade between the two jurisdictions. In 
order to get a sense of these competitive 
pressures, we undertook a written/tele- 
phone survey of officials dealing with 
economic development and chambers of 
commerce and/or business development 
councils in the ten provincial govern- 
ments asking them to identify the Ameri- 
can states relative to Canadian provinces 
which they view as their top competitors 
both in terms of trade and capital invest- 
ment. In addition, we asked interviewees 
which states and/or provinces they used 
as primary benchmarks as another way of 
getting at which jurisdictions provinces 
were looking at as they positioned them- 
selves in the economic environment. 
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Introduction 


he study! from which this 
article is derived describes the 

industrial diversity of Canadian 
cities.2 It asks how Canadian cities 
compare to each other in terms of 
their levels of diversity and how these 
levels evolved from 1992 to 2002. This 
is a period that covers a time of signifi- 
cant structural change in the Cana- 
dian economy — driven in part by 
trade liberalization, continental eco- 
nomic integration, and technological 
change — that may have impacted the 
industrial diversity of Canadian cities. 


There are two primary reasons why 
policy makers see diversity as a posi- 
tive characteristic of urban economies 
(Quigley, 1998). The first is that 
diverse economies are thought to be 
stable economies (Baldwin and Brown, 
2003). One-industry towns are vulner- 
able to a downturn in their key indus- 
try, which can lead to high levels of 
unemployment and the out-migration 
of workers. Places with a wide spec- 
trum of industries are better able to 
weather a slump in any one of their 
industries, because workers are more 
likely to find jobs quickly in other sec- 
tors. The second reason is that diverse 
economies are thought to be more 
dynamic. Diverse cities are places 
where new ideas are formed and most 
easily transferred across industries; 
this, in turn, promotes higher levels 
of growth (Jacobs, 1969; Glaeser et al., 
1992; Glaeser 2000; Duranton, 2001). 


Throughout this study, diversity is 
measured using an index that takes 
into account the number of industries 
in a city and how employment is 
shared across them. The larger the 
number of industries found in a city 
and/or the more even the distribution 
of employment across its industries, 


the higher the index. For ease of 
exposition, the diversity of each city 
is measured relative to Toronto, whose 
diversity level is indexed to 100. 


Diversity Across Canadian 
Cities 

There is a high degree of variation in 
the level of diversity across Canada’s 
urban regions. This is evident in 
Figure 1, which plots the level of 
diversity for each urban area against 
its population level. In 2002, Montréal 
was Canada’s most diversified urban 
region with a diversity index value 

of 108. Toronto, Vancouver, and 
Winnipeg follow closely behind 
Montréal. The least diverse (most 
specialized) urban centre was Kitimat, 
which was approximately one eighth 
as diverse as Montréal. 


The wide variation in diversity levels 
across cities is not random. As Figure 1 
illustrates, there is a strong positive 
relationship between diversity and 
population size. The places with the 
smallest populations tend to have 

the most specialized (or least diverse) 
economies. On the other hand, large 
urban centres have the most diverse 
economies. 


Arguably, two factors link population 
size and diversity. First, population 
growth is driven, in part, by the addi- 
tion of new industries and the jobs 
they bring. Second, as the population 
of a city increases, so does its local 
market allowing the city to support a 
wider variety of industries. Increased 
diversity is both a cause and an effect 
of rising population levels. 


Figure 1 also shows us that the rela- 
tionship between population and 
diversity is non-linear. For small urban 
centres (a population between 10,000 
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and 100,000), an increase in popula- 
tion has a very strong positive effect 
on diversity. For larger urban centres, 
the relationship between diversity and 
size is much weaker. 


The relatively weak relationship 
between population size and diversity 
for large cities likely results from fewer 
opportunities to add new industries. 
An increasing population in small 
cities results in the attraction of many 
new industries to serve the local mar- 
ket. But for larger centres, industries 
that rely on local markets to survive 
are already represented. The industries 
that are left are those found in rela- 
tively few places. These industries are 
more rare, because they require spe- 
cific factor endowments (e.g., fish 
processing), or have strong scale 
economies (e.g., aircraft manufactur- 
ing), or rely on strong agglomeration 
economies (e.g., financial services). 
Consequently, there is relatively little 
opportunity to diversify the economies 
of large urban areas. 


Diversity Over Time 


In addition to affecting the levels of 
industrial diversity, city size is also 
related to changes in diversity over 
time (see Figure 2). Large cities classi- 
fied as having a population greater 
than 500,000, tended to become less 
diverse (more specialized) through the 
1990s and early 20005. On the other 
hand, small (10,000 to 99,000 popula- 
tion) and medium (100,000 to 499,000 
population) cities became more diver- 
sified over the same period (see 

Figure 2). Although these changes are 
relatively small, reflecting the slow 
pace of urban structural change, they 
do point to the dispersion of industries 
toward smaller urban centres. 
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It is beyond the scope of this paper to 
test hypotheses as to the sources of 
these trends in diversification. How- 
ever, it is possible to place them in the 
context of two of the structural forces 
driving change within the Canadian 
economy over the past decade: trade 
liberalization and technological 
change. Theoretically, increased trade 
should result in less diverse urban 
economies as they specialize in indus- 
tries that have a comparative advan- 
tage in world markets. The increasing 
specialization of large cities is consis- 
tent with the effects of trade liberaliza- 
tion, but the increasing diversity of 
small- and medium-size cities is not. 
The latter trend, however, may be the 
result of falling transportation and 
communication costs driven by invest- 
ments in new information and com- 
munication technology. These falling 
costs may have created an incentive 
for industry to locate in smaller cities 
and rural areas to take advantage of 
lower wages (Kilkenny, 1998). 


Conclusion 


The level of diversity across Canada’s 
urban landscape varies widely. This 
suggests the economic stability of 
urban economies and their potential 
for growth may vary as well. 


The analysis also demonstrates that 
diversity levels are related closely to 
the population of an urban area. 

The smallest urban areas are the least 
diverse, and the largest urban areas are 
the most diverse. But very high levels 
of diversity are not limited to cities 
whose populations are counted in 
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the millions. Cities with populations 
around 100,000 often have levels of 
diversity similar to those found in 
much larger urban centres. 


Over the study period, Canada’s econ- 
omy has become more integrated into 
world markets and has undergone sig- 
nificant technological change associ- 
ated with the information technology 
revolution. Integration into world 
markets is associated with a decrease 
in the diversity of large Canadian 
cities, while the growing dispersion 

of economic activity toward medium- 
size and smaller urban centres may be 
driven by the implementation of new 
technologies that have reduced trans- 
portation and communication costs. 
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Notes 


1 A longer version of this paper that pro- 
vides a more detailed analysis of the 
diversity of Canadian cities and a descrip- 
tion of the data and methods used is 
available from Statistics Canada. (Beck- 
stead, D. and M. Brown. 2003. From 
Labrador City to Toronto: The Industrial 
Diversity of Canadian Cities, 1992-2002. 
Insights on the Canadian Economy 11- 
624-MIE2003003. Analytical Studies 
Branch, Statistics Canada. 


2 Cities are defined as census metropolitan 
areas (CMAs) and census agglomerations 
(CAs). 


3 This difference is, however, not statisti- 
cally significant. Nevertheless, this find- 
ing is consistent with the declining 
diversity of manufacturing in the cores of 
larger cities (greater than one million) 
over a much longer period. 
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his article investigates whether 
increased regional trade 
between the two countries 
has led to a pronounced increase in 
the correlation of simultaneity of 
economic activity between Canada 
and the United States. 


Since the Canada-US Free Trade Agree- 
ment (FTA) came into effect in 1989, 
the Canadian economy has become 
more integrated into the US economy. 
A few numbers put this into perspec- 
tive. Canada’s trade in goods and serv- 
ices with the United States doubled 

as a percent of gross domestic product 
(GDP), from an average of 30% in the 
1970s to more than 60% in the late 
1990s, with much of the rise coming 
after the FTA in 1989. At the regional 
level, all Canadian provinces dramati- 
cally expanded their exports bound 
for the United States. Exports to the 
United States as a percent of GDP 
doubled from 18.6% to 37.6% 
between 1989 and 2002, while east- 
west or interprovincial exports fell 
from 22.5% of GDP to 19.7%. Closer 
economic ties between Canada and 
the United States have raised the ques- 
tion of whether the increased eco- 
nomic integration between the two 
countries has led to greater synchro- 
nization of business cycles or greater 
co-movement of GDP between the 
two countries. 


The notion of business cycles becom- 
ing increasingly synchronized across 
countries has important implications 
for the making of national economic 
policies ranging from broader trade 
and macro-economic policy co- 
ordination to establishing a new trade 
or monetary arrangement. Indeed, 
business cycle synchronization is an 
important element of the optimal cur- 
rency area (OCA) literature, playing a 
critical role in determining the cost of 


putting institutional limits on an inde- 
pendent monetary policy. As such, 
analysis of this issue has received 
much attention in recent years, 
because of its high relevance to the 
European Economic and Monetary 
Union and to ongoing North Ameri- 
can economic integration. 


Have the Correlations 
Changed? 


Business cycle synchronization 

across countries refers to the timing 
and magnitude of major changes in 
economic activities appearing increas- 
ingly similar. There are two main 
approaches to measure the synchro- 
nization of business cycles (IMF, 2001, 
2002). One is the concordance correla- 
tion, which calculates the number of 
periods during which national cycles 
are in the same phase. The other is the 
output correlation that measures the 
similarities in the timing and magni- 
tude of output changes. According to 
the latter measure, national business 
cycles are synchronized, if they are 
positively and significantly correlated 
with each other. The higher the posi- 
tive correlations, the more synchro- 
nized are the cycles. The output 
correlation has been the most fre- 
quently used measure, and will be the 
main instrument used in this article. 


Figure 1 shows the changes in Cana- 
dian and US real GDP from 1950 

to 1999.2 The GDP figures are “de- 
trended” to focus on business cycle 
fluctuations. A quick visual examina- 
tion of this graph demonstrates that, 
from the 1950s to the 1970s, the 
changes in Canadian real GDP con- 
sistently lagged behind those of the 
United States by one year. The delayed 
response of the Canadian economy 
to changes in economic activity south 
of the border implied that Canadian 
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policy makers did not have to react FIGURE 1 

to or anticipate policy changes in the é 

United States immediately; they could Growth of Canadian and US GDP 
maintain their policy course until the 
US business cycles started to affect the 
Canadian economy a year later. From 
1980 onward, however, a new trend 
emerged that saw the timing of busi- 
ness cycles between the two countries 
become increasingly similar; the 
Canadian economy fluctuated almost 
concurrently with that of the United 
States, though the magnitude of such 
changes in the two countries remained 
substantially different. To measure this 
observation, we constructed a concor- 
dance index over two sub-periods: 
before 1980 and after 1980.3 Our cal- 
culations showed that the number of 
years during which Canada and the mon United States —#— Canada 
United States were in the same phase 

of business cycles, as a fraction of the 

total number of years, increased from FIGURE 2 


0.8 from 1951 to 1979, to 0.85 from 
1980 to 1999. Correlation of Changes in Real GDP Between Canada 


and the United States, 1950 to 1999 
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Figure 2 introduces the second meas- 

ure of business cycle synchronization — 

the correlation coefficients between 

changes in the US real GDP and that 0.9 
of Canada over the two sub-periods. 
Real GDP data are calculated using 

the two different price indexes: the 
chained-price and constant-price 
indexes. In both cases, the results 
support the conclusion of a secular 
increase in business cycle synchroniza- 
tion between the two countries during 
the last half century. During the first 
sub-period (1950 to 1979), the esti- 0.2 
mated correlation coefficients were 
0.586 for the chained-price data and 
0.699 for the constant-price data. 0 = i 
However, the correlations were consid- 50-79 80-99 
erably higher in the second sub-period 
(1980 to 1999), rising to 0.873 and 
0.856, respectively. 
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Correlation coefficients 
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As noted above, increased economic 
integration between Canada and 

the United States has an important 
regional dimension, reflecting the 
rapid expansion of Canada-US 
regional (province-state) trade. Com- 
plicating this matter is the decline in 
the relative importance of the tradi- 
tional east-west trading relationship 

or interprovincial trade relative to 
north-south trade. To understand the 
full implications of this change to 
business cycle synchronization, we 
have to resort to the provincial data 
displayed in Table 1, which reports the 
correlations in changes in real regional 
GDP among Canadian and United 
States regions. Several trends stand 
out, and each is discussed below. 


First, between Canadian regions, 
Ontario’s economic activities were 
highly correlated with its neighbour 
province, Quebec, with the estimated 
correlation coefficient equal to 0.926, 
the highest level of correlations among 
all Canadian regions. But, as one 
moves west along the east-west axis, 
weaker correlations were detected. For 
instance, the estimated correlation 


TABLE 1: 


coefficient between Ontario and the 
Prairies was reduced to 0.48, and that 
between Ontario and British Columbia 
was 0.512. It is interesting to note that 
Quebec maintained reasonably high 
levels of correlations with all Canadian 
regions (all above 0.5). 


A drastically different picture emerged 
with the correlations between the 
regions located at the two extremes 
of Canada’s geo-economic space: the 
Atlantic and Prairie regions, and the 
Atlantic region and British Columbia. 
The estimated correlation coefficients 
for these two pairs of regions came to 
-0.085 and 0.074, respectively. Such 
low levels of correlations — almost like 
two completely detached economies — 
was a surprising fact, given that there 
existed a single monetary policy 
imposed on all Canadian regions, as 
well as free labour mobility between 
regions. These factors allowed for 
alleviation of differences in regional 
business cycles, in addition to the 
numerous social, economic, and 
infrastructure policy initiatives in 
place to promote Canada’s social 

and economic unity. 


Second, between Canadian and US 
regions, both Ontario and Quebec 
reported higher levels of correlations 
with all US regions than with the rest 
of Canada, except between these two 
regions themselves, and between 
Ontario and the Atlantic region. As 
expected, changes in economic activi- 
ties in the Atlantic region were more 
correlated with that in the US North- 
east than with that in many parts of 
Canada, including Quebec. Similarly, 
business cycles in the Canadian Prairie 
region were more likely aligned with 
those in the US Midwest and South 
than with the rest of Canada. The 
exception was British Colombia. It 
had relatively weak correlations with 
all US regions (coefficients in the range 
between 0.359 and 0.48, with the US 
Midwest showing a marginally higher 
coefficient), while it maintained rela- 
tively high correlations with other 
Canadian regions, particularly with 
the Prairies and Quebec. British 
Columbia’s extensive links to other 
Pacific Rim regions might be a major 
factor responsible for this trend. 


Correlations of Change in Real GDP Between Canadian and US Regions, 1981 to 19994 


CANADIAN REGIONS US REGIONS 
Atlantic Quebec Ontario Prairies BC & North Midwest Northeast Northwest South 

CANADIAN Atlantic 1 
REGIONS Quebec 0.539 

Ontario 0.698 0.926 1 

Prairies -0.085 0.530 0.480 1 

BC & North 0.074 0.642 0.512 0.640 1 
US Midwest 0.274 0.736 0.771 0.630 0.486 L 
REGIONS Northeast 0.597 0.691 0.753 0.288 0.359 0.648 1 

Northwest 0.460 9 Ko 0.764 0.475 0.459 0.645 0.737 ] 

South 0.262 0.670 0.725 0.649 0.451 0.843 0.638 0.787 1 
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TABLE 2 


Average Correlations of Change in Real GDP Between 
Canadian and US Regions, 1981 to 19995 


HP-Filter 


Amongst Canadian regions 
Amongst US regions 


Between Canadian and US regions 


Third, on average, the US regions 
appeared more correlated to each 
other than did Canadian regions to 
them, while Canadian regions were 
more correlated with the US regions 
than between themselves. These 
results are consistent with all cal- 
culations based on three different 
“de-trend” methods (see Table 2). 


The results reported above seem at 
odds with the recent empirical find- 
ings in the “border-effects” literature, 
which claim that after correcting for 
population sizes and distances, 
Canada’s internal (interprovincial) 
trade is many times larger than its 
cross-border trade (i.e., Canada’s 
national economy is more integrated 
than are the several regional cross- 
border economies). The border effect 
between Canada and the United States 
has been substantially reduced follow- 
ing the FTA, but has remained signifi- 
cant. Accordingly, national policies 
aimed at promoting a nation’s own 
cultural identity, values, institutions, 

_ and rules are bound to create a “home 
bias,” which is expected to lead to a 
lower level of international trade than 
otherwise would be the case. 


Our understanding of this issue is that 
the border effect does exist and is sig- 
nificant. That said, we have learned 
from the above analysis that, in terms 


0.565 
0.739 
0.650 


Differencing Linear Time Trend 
0.496 0.471 
0.716 0.681 
0.561 0.596 


of dynamism and correlation of 
changes in business cycles, the 
Canadian economy has increasingly 
integrated itself into the US economy. 
The question of which factors might 
be expected to increase the synchro- 
nization of business cycles between 
the two countries is the subject of 
the next section. 


Why Has the Situation 
Changed? 


Fluctuations in growth in any econ- 
omy may arise, because of shocks to 
economic growth due to changes in 
factors such as economic policy, busi- 
ness investment spending, consump- 
tion and savings decisions, as well 

as productivity of labour and capital. 
Shocks can be transmitted to other 
countries through various economic 
and structural linkages, such as inter- 
national trade and investment, finan- 
cial markets, and technological 
spillover as conventionally under- 
stood, or through various policy and 
institutional linkages, such as labour 
mobility, a common approach to 
monetary policy, and exchange rate 
policy co-ordination. In other words, 
business cycle synchronization could 
be a consequence of intentional appli- 
cation of the optimal currency area 
criterion by countries. 


By way of illustration, some countries 
tend to link their currencies deliber- 
ately to those of their most important 
trading partners to capture gains asso- 
ciated with greater exchange rate sta- 
bility. Similarly, a common approach 
to monetary policy by monetary 
authorities could also have a positive 
impact on correlations of business 
cycles. This finding motivated Frankel 
and Rose (1998) to state that countries 
that are ex ante poor candidates to 
enter a monetary union could satisfy 
the criteria ex post, because entry to 
the currency union per se may provide 
an additional impulse for trade expan- 
sion. This, in turn, may result in 
higher business cycle correlations. 


The standard argument about why 

a rise in international trade would 
increase the correlation in economic 
activities between countries is straight- 
forward: the expansion of interna- 
tional trade increases the magnitude 
of the transmission of shocks between 
countries. In reality, the impact of 
trade integration on business cycle cor- 
relations could go either way. On the 
one hand, openness to trade could 
lead to increasing specialization in 
production following each country’s 
comparative advantage relative to its 
trading partners, leading to inter- 
industry trade. If different types of 
production are subject to different 
kinds of shocks, higher trade integra- 
tion by bringing about deeper special- 
ization could lead to decreasing 
business cycle correlations (Krugman, 
1993). On the other hand, if patterns 
of specialization in production and 
trade occur mainly within the indus- 
tries subject to common shocks, spe- 
cialization could have a synchronizing 
effect on the business cycles. In partic- 
ular, production fragmentation and 
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resulting intensive “back-and-forth” 
intra-industry trade could significantly 
increase the similarity in the timing 
of business cycles between countries. 


Empirical Estimation 


The principal challenge to the empiri- 
cal investigation of the effect of trade 
integration on business cycle synchro- 
nization is to isolate the effect of trade 
integration from that of other trans- 
missions in shaping business cycle 
synchronization between countries. 


In one of the most significant papers 
in their area in recent years, Frankel 
and Rose (1998) offered evidence that 
in the period from 1959 to 1993, 
OECD countries with closer trade links 
tended to have more tightly correlated 
business cycles. Their regression 
results show that increasing trade 
intensity by one standard deviation 
increases the bilateral business cycle 
correlation by 0.13. 


The paper from which the present 
article is derived attempts to refine 
Frankel and Rose’s approach by using 
Canadian and US regional data, and 
by including intra-industry trade data 
in the regression analysis. The advan- 
tages of our refinements and adapta- 
tions are twofold. 


+ The regional data offer a better iso- 
lation of the effect of trade integra- 
tion, because they focus exclusively 
on the structural aspect of transmis- 
sions (as opposed to also having 
to consider, e.g., policy differences 
between countries as in Frankel 
and Rose). 


e The inclusion of intra-industry trade 
data provides a unique environ- 
ment to test whether the changes 
in the structure of trade — rising 


intra-industry trade between 
Canada and the United States — 
has been the key factor responsible 
for the increasing synchronization 
of business cycles between the 

two countries.” 


Our estimates are broadly consistent 
with, and close to, those found in 
Frankel and Rose. Increased trade inte- 
gration between regions is estimated 
to have significant and positive effects 
on the synchronization of regional 
business cycles between Canadian 
and US regions. This is because trade 
between Canadian and US regions is, 
in large part, dominated by the effects 
of intra-industry trade, which makes 
the regions more interdependent. 


Conclusion 


Despite the adaptations that we 
made, our results suggest that Frankel 
and Rose’s general conclusions hold. 
Increasing trade intensity between 
Canada and the United States has 
resulted in a greater synchronization 
of business cycles between the two 
countries. 
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Notes 


1 The views in this paper are those of the 
authors and are not to be attributed to 
International Trade Canada or the Gov- 
ernment of Canada. 


The GDP figures are expressed in local 
currency, and constant 1997 or chained- 
prices. The GDP numbers are trans- 
formed in the following way: first, we 
take natural logarithms of GDP so the 
resulting variable can be interpreted as 

a growth rate. Second, we de-trend the 
variable using the well-known Hodrick 
Prescott (HP) filter (using the traditional 
smoothing parameter of 1,600). 


The concordance index calculates the 
number of periods during which national 
cycles are in the same phase as a fraction 
of the total number of periods in the 
sample. If two cycles are perfectly syn- 
chronized, in the sense of being in the 
same state, the concordance correlation 
coefficient is 1. If the two cycles are 
uncorrelated, the correlation is 0. 


The GDP figures in this table are 
de-trended by using the HP-filter. 


We employ three different procedures. 
We de-trend the variables: by using the 
HP filter, by calculating the first-differ- 
ence of the variables, multiplying by 100, 
and by examining the residual from a 
regression of the variable on a linear 
time trend. 


Frankel and Rose used both ordinary least 
squares (OLS) and instrumental variables 
(IV), but advocated the IV approach, on 
the premise that a common approach to 
monetary policy or the fixed exchange 
rate might cause a spurious correlation 
between trade integration and business 
cycle synchronization. They used the dis- 
tance and adjacency and language dum- 
mies as instruments, based on the success 
of these variables in explaining trade and 
the presumption that they are exoge- 
nously determined and otherwise unre- 
lated to business cycles. 


The authors use instrumental variables 
to estimate the coefficients of trade 
intensity (as do Frankel and Rose). 
Three exogenous variables are selected: 
distances, regional populations, and 
tariff reductions between Canada and 
the United States. 
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Introduction 


here is an ongoing debate in 
the Canadian policy commu- 

nity about the importance of 
the Canada-US border as a barrier to 
trade and other economic transac- 
tions, and the extent to which the 
“border effect” could shield the policy 
process in Canada from global and 
North American developments. 


The publication of Globalization and 
Well-Being by John Helliwell, which 
won the 2002-03 Donner Prize for 

best book in Canadian public policy, 

is a key contribution to this debate. 
Simply put, Helliwell advances the 
following explanation for the border 
effect, and the corresponding shielding 
effect on domestic policy making. 


e The case for national autonomy in 
the face of globalization has been 
underestimated, with geography 
and borders mattering far more 
than is generally assumed. 


e It is cheaper and easier to operate 
within networks of shared norms 
and trust, and the density of such 
networks declines with distance, 
especially as one crosses national 
borders; hence, differences in net- 
work densities might explain differ- 
ences in trade and other economic 
transactions across borders. 


e Individual well-being is driven 
far less by material wealth than 
prevailing rhetoric and some policy 
directions would suggest; health 
and education, for example, have 
stronger direct and indirect effects 
on well-being, and also generate 
strong positive externalities. 


e Retaining and advancing domes- 
tically determined policy, particu- 
larly social policy, remains feasible 


given the continuing large degree 
of separateness of the economies 
and societies of countries. 


e The importance of the social and 
institutional fabric of a society pro- 
vides much more scope to policy 
makers to develop policies based 
primarily on domestic preferences 
and less on pressures arising from 
the international and, for Canada, 
North American environments. 


The richness of Helliwell’s contribu- 
tion, which links trade, values, social 
capital, economic development, and 
well-being, is a tribute to the knowl- 
edge and intellectual capacity of the 
author, particularly given the com- 
plexity of these issues. 


However, it can be argued that, given 
the uncertainty regarding the measure, 
evolution, and sheltering role of the 
border effect, Canadian policy makers 
cannot assume that the border effect 
allows Canadian governments to 
promote policies that reflect strictly 
domestic values and preferences, 
without judicious consideration of 
international, particularly North 
American, developments. 


The Origins of the Border 
Effect 


To shed some light on this critical 
policy debate, it is essential to examine 
the theoretical underpinnings and 
empirical evidence supporting the 
concept of border effect. 


A basic tenet in international eco- 
nomics is that distance and size 
matter in shaping the volume of 
bilateral trade between nations. 
Similar to the gravity equation used 

in physics, the gravity model assumes 
that trade flows are largely determined 
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by physical distance and economic 
size. Size is represented by real gross 
domestic product (GDP), and distance 
captures transaction costs, particularly 
transportation costs. 


A seminal finding by John McCallum 
(1995) is that, in addition to the 
impact of distance, national borders 
reduce trade by more than what 
would have been expected on the 
basis of tariff protection and other 
formal trade barriers. McCallum 
examined interprovincial and 
province-state trade, and the magni- 
tude of the border effect with the 
United States, and concluded that 
trade between two provinces was 

more than 20 times more intense than 
trade between a province and a state. 
In other words, given bilateral distance 
and the relative size of regions, intra- 
national trade was more than 20 times 
more intense than international trade. 


The release of this paper created a 
shock wave in the economic research 
community, since it was widely 
expected that the extent of economic 
linkages between Canada and the 
United States would be much higher 
in light of the low formal trade barri- 
ers, the significant reduction in trans- 
portation and communication costs, . 
and the intensity of economic and 
social networks linking the two 
countries. The border effect was con- 
sidered a challenge to conventional 
economic wisdom. 


Explaining this paradox remains an 
important component of the research 
agenda as the estimated border effects 
in the literature represent a direct 
challenge to the widespread view 
about the level of economic integra- 
tion between trading nations, more 
specifically, between Canada and 

the United States. 


Revisiting the Border Effect 


Several studies inspired by McCallum’s 
work replicated the exercise for other 
countries and other periods, for exam- 
ple, Wei (1996) and Helliwell (1998). 
In some cases, the effect was found 

to be surprisingly large. 


However, research refinements and 
the use of post-Free Trade Agreement 
(FTA) and post-North American Free 
Trade Agreement (NAFTA) data, 
which were not available at the 

time of McCallum’s initial research, 
revealed a rapid decline in the esti- 
mates of border effect. 


Refining McCallum’s methodology 
and using the new data, Helliwell 
estimated that the rapid increase in 
north-south trade observed after the 
implementation of the FTA reduced 
the border effect from 17 in 1981 to 
about 12 in 1996, with most of the 
decrease occurring prior to 1994. 
Helliwell also estimated the border 
effect for service industries to be a 
lot higher than for goods with a ratio 
ranging from 29 to 42 for the 1988 
to 1996 period. 


Several broad answers have since been 
suggested outside the context of the 
gravity models to explain the persist- 
ence of the border effect. One expla- 
nation is that economists have 
consistently underestimated the role 
of less quantifiable cross-border costs, 
such as currency risks and non-tariff 
barriers. They may have also ignored 
important social factors, such as his- 
torical ties, social and cultural affini- 
ties, and common languages as 
additional explanations to the gravity- 
adjusted bilateral trade patterns. This 
is essentially the hypothesis put for- 
ward by Helliwell. 


A second explanation is firm location: 
even when border-related trade costs 
are small, firms will choose to avoid 
them altogether by locating within the 
same national boundaries as the bulk 
of their customers and suppliers, there- 
fore reducing the need for cross-border 
trade. This latter explanation is partic- 
ularly important for the Canada-US 
relationship given the relative size dif- 
ference between the two countries and 
the importance of scale economies. 


Research using more sophisticated 
gravity models and newly available 
data on interstate and province-state 
trade has also shed new light on the 
border effect puzzle. For example, 
Anderson and van Wincoop (2001) 
derived a border effect equation from a 
theoretical model of multilateral trade 
and demonstrated that the simpler, 
non-theoretical approach used by 
McCallum and others is biased. Their 
comparable estimate of the border 
effect was 10.7. 


Anderson and van Wincoop’s key 
explanation was that the US economy 
is much larger and more diversified 
than the Canadian economy, and US 
states have more trade opportunities 
than Canadian provinces. This implies 
that modest trade barriers between 
the two countries generate a sub- 
stantial border effect for Canadian 
provinces, but have limited impact 

on the trade opportunities faced by 
US states. Anderson and van Wincoop 
referred to this phenomenon as multi- 
lateral resistance. 


In addition to non-tariff barriers, social 
factors, size effects, and multilateral 
resistance, Coulombe (2002) showed 
that geography and economic density 
are also essential to understand the 
border effect. Canadian provinces are, 
on average, further from their poten- 
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tial trading partners than US states, 
and their potential trading partners 
have less economic density. In that 
sense, borders do matter, but it seems 
much more for a small country — from 
an economic standpoint — than for a 
big one. 


Promising directions for research 
point to the influence of industrial 
and spatial structure in North Ameri- 
can regional trade, in particular the 
level of specialization of Canadian 
regional economies and the role of 
industrial clusters. Brown (2003) and 
Coulombe (2003) have already intro- 
duced such determinant factors by 
showing that international trade of 
Canadian regional economies appears 
to complement interprovincial trade, 
rather than substitute for it as was 
commonly believed. 


As Coulombe (2003:13) pointed 

out, “the expansion of north-south 
trade increased the degree of special- 
ization of Canadian regional 
economies. Given the core-periphery 
structure of the Canadian economy, 
this might stimulate trade between 
the periphery and the core provinces, 
especially for intermediate goods and 
primary products.” 


The academic debate generated by 
McCallum and Helliwell on the 
border effect has helped demystify 
the dynamics of cross-border trade 
between Canada and the United 
States. But the debate also shows that 
. while the gravity model is appealing 
for its simplicity, it has its limits, and 
further research is required to guide 
the policy process. 


Policy Ramifications 


The border effect debate has implica- 
tions that go far beyond the purely 
_ academic dimension. For policy 


prescription, the existence of a border 
effect can be interpreted in two ways. 
First, the border effect can be viewed 
as a Shield that provides Canada 

with some policy discretion. Using 
McCallum and Helliwell’s results, 
some have downplayed the impor- 
tance of securing North American 
economic linkages, and perhaps 

have become complacent about 
some policy challenges. As Helliwell 
wrote in Globalization and Well-Being 
(2003:19): “The McCallum result 
suggests strongly that national 
economies have a much tighter 
internal structure than was previously 
thought and, hence, that the extent 
of globalization is much less than is 
commonly supposed”. 


At the same time, however, the persist- 
ence of the border effect suggests that 
Canada can generate further trade 

and economic gains by reducing the 
remaining resistance to Canada-US 
bilateral trade and economic linkages. 
Indeed, one can argue that there are 
still some substantial gains to be har- 
vested from the elimination of the 
remaining trade barriers. A key argu- 
ment here is that estimates of the bor- 
der effect for US interstate trade and 
for the internal trade of the European 
Union are much lower (i.e., about 1.6), 
suggesting that the Canada-US border 
effect could fall substantially. Indeed, 
Anderson and van Wincoop (2001) 
estimated that the elimination of 

the remaining trade barriers between 
Canada and the United States could 
increase Canada-US trade by 44%. 
Coulombe (2002), extrapolating from 
their analysis, showed that eliminating 
trade barriers between Canada and 

the United States could generate a 
25% increase in Canada-US cross- 
border trade. 


This prognostic is supported by both 
the brief survey of research presented 
above and the evolving nature of the 
North American economic space, 
which indicate that: 


e estimates of the border effect can be 
very sensitive to basic assumptions, 
estimation methods, and the 
benchmark used; and 


e the border effect is still significant, 
but has declined substantially with 
trade liberalization measures such 
as the FTA and NAFTA. 


There is widespread agreement that 
several factors, such as the absence 

of a single currency, the existence of 
non-tariff barriers, the role of local 
networks, shared values and identity, 
and social capital, support the mainte- 
nance of a border effect. However, the 
remaining uncertainty regarding the 
size, future direction, and the regional 
differences of the border effect war- 
rants further research. 


Implications for Canada’s 
Economic and Trade Policies 


In Globalization and Well-Being, Helli- 
well argues that Canada should rely 
primarily on a multilateral trade 
approach, while reducing Canada’s 
reliance on its bilateral linkages with 
the United States. His reasoning is 
largely based on the assumption that 
any intensification of the Canada-US 
economic relationship would jeopard- 
ize Canada’s ability to pursue inde- 
pendent economic and social policies, 
and on the assumption that stronger 
economic growth is projected outside 
the North American continent. 


However, the evolution of the Canada- 
US economic relationship over the 
past 15 years does not support this 
contention. Canada has been able to 
continue to provide education, health, 
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and social policies that are tailored on 
domestic preferences. The experience 
of the European Union is also proof 
that countries can maintain independ- 
ent social policies even as economic 
integration proceeds. Hence, the con- 
cern that Canada will lose its policy 
independence should economic inte- 
gration with the United States proceed 
further is not supported by evidence. 
In most cases, policy convergence is 
due to the existence of similar social 
trends and pressures bearing on public 
policies (e.g., aging, innovation, and 
taxes).! If anything, the design and 
delivery of social policies seem to have 
diverged under NAFTA, and the same 
is true of many areas of social policy 
in the European Union. 


In addition, while it is expected that 
economic growth will be faster in 
some regions of the world than in the 
United States in forthcoming decades, 
because of an upward convergence 
phenomenon, the United States will 
remain the most convenient and 
attractive market for Canadian busi- 
ness to target. As such, it is crucial to 
maximize the fluidity of Canada’s eco- 
nomic linkages with the United States 
through policy initiatives that will 
reduce remaining obstacles to trade 
and investment, including regulatory 
differences, rules of origin, and imped- 
iments to factor mobility. 


It needs not be an either/or choice. 
Canada should seek advantageous 
trading opportunities by adopting a 
multi-pronged strategy aimed at maxi- 
mizing economic opportunities with 
both the United States and the rest 
of the world. In recent years, the US 
economy has been the engine of 
growth of the world economy and 
Canada, because of its proximity, 
historical linkages, and increasing 


openness, has witnessed unprece- 
dented growth in its trade with the 
United States. Should economic 
growth outside North America be 
more robust in the future, a similar 
pattern would emerge as Canadian 
firms capitalize on strong economic 
growth abroad. Moreover, Canadian 
firms should use their access to the 
North American market as an oppor- 
tunity to become more competitive 
and as a springboard to third country 
markets. Hence, Canada should adopt 
policy options that will keep opportu- 
nities on both fronts — United States 
and abroad — open. 


Most of us agree with the thrust of 
Helliwell’s argument that the eco- 
nomic separation of nation-states, as 
evidenced by the border effect, will 
continue to allow governments to 
develop education, health, social, and 
other policies that reflect, and should 
reflect, primarily domestic preferences. 
At the same time, however, it is impor- 
tant for governments to pursue policy 
initiatives that create trade and eco- 
nomic opportunities, which in turn 
contribute to the well-being of the 
general populace. 
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there is merit in expanding regula- 

tory co-operation with our largest 
trading partner, the United States. This 
is evidenced, in part, by the govern- 
ment’s policies on regulation making, 
as well as the numerous agreements 
on regulatory co-operation and the 
vast network of informal collaboration 
between regulators in our two nations. 


| has long been recognized that 


However, there is also mounting 
evidence that, to date, Canada-US 
regulatory co-operation has not been 
maximized, the costs of regulatory 
differences with the United States 
can be substantial, and the benefits 
for Canada of maintaining a separate 
regulatory system are, in some cases, 
questionable. 


On February 13, 2004, the Policy 
Research Initiative (PRI) and the 
Social Sciences and Humanities 
Research Council (SSHRC) co-hosted 
a policy research roundtable to 
discuss the issue of enhanced regula- 
tory co-operation between Canada 
and the United States. The roundtable 
brought together academic experts, 
government officials and stakeholders 
to share their research, insights, 

and suggestions. 


The Policy Context 


The roundtable began with a presenta- 
tion on the underlying policy context 
for regulatory co-operation by Munir 
Sheikh, Associate Deputy Minister 

of Finance. 


The Canadian policy for making regu- 
lations is already well articulated.! The 
overall objective is to maximize the 
well-being of Canadians, based on eco- 
nomic, social, and security objectives, 
while effectively managing the socio- 
economic trade-offs that can emerge. 
Sheikh argued that the development 
of the best possible regulations must 


remain the goal and, in some cases, 
co-operation with US regulators can 
play an important role in achieving 
this goal. He used a number of 
examples to illustrate his points. 


In the area of drug approvals, where 
access to safe, effective drugs is a 
common objective, Sheikh noted 
that Canada is slower than the 
United States in drug approvals, 

and is subject to a “small country” 
disadvantage (i.e., Canada must deal 
with essentially the same number of 
drug submissions as the United States, 
but with only one tenth of the regula- 
tory resources). Therefore, Canada 
simply cannot afford a totally inde- 
pendent function, and must develop 
a highly efficient system. 


Conversely, Sheikh pointed out that 
in the financial sector and business 
start-ups, Canada’s regulatory 
approaches are more efficient than in 
the United States. In these instances, 
harmonization is not really an option 
worth pursuing. 


Sheikh suggested that one model of 
“smart regulation” would involve 
benchmarking against US regulations 
as a Starting point, and diverge when 
it is in Canada’s interest to do so. 
Information about effectiveness of 
regulations should also be collected, 
coupled with international efforts to 
harmonize data requirements, appli- 
cation formats, risk assessment, and 
decision-making processes. 


Why Focus on Regulatory 
Co-operation with the 


United States? 


John Noble, Carleton University, pre- 
sented the reasons why he felt Canada 
should focus its international regula- 
tory cooperation efforts on the United 
States.2 Noble noted that there is a 
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strong precedent for the expansion of 
Canada-US regulatory co-operation by 
highlighting that both Canadian gov- 
ernment officials and private firms 
have developed vast networks with 
their US counterparts. These relation- 
ships form the foundation for further 
co-operation, as they ensure that 
Canadian interests are reflected in 

US choices, and that US priorities 

and decisions are factored into 
Canadian preferences. 


In addition, there is already a high 
level of convergence between the goals 
and objectives of both regulatory sys- 
tems. What requires attention is less 
a question of fundamental principles 
and design, and more a question of 
the details and approaches to imple- 
mentation. Many of the regulatory 
reforms required to eliminate the 
minor differences between Canadian 
and American regulations could be 
done on a purely unilateral basis. 


Noble closed his presentation by high- 
lighting the need for strong political 
commitment to make further progress. 
He suggested that a new round of 
trade talks focusing on the ways in 
which NAFTA can be improved might 
be the only way to ensure that both 
countries focus the necessary attention 
on regulation and furthering regula- 
tory co-operation. 


What Is the Role of 
Regulatory Co-operation 
in Improving Productivity, 
Innovation, and R&D 
Investment? 


The next presentation helped to frame 
the discussion within the broader con- 
text of how regulatory co-operation 
and co-ordinated approaches can help 
productivity, R&D, and innovation. 


John de la Mothe, University of 


Ottawa, put forth the idea that 


knowledge is an international activity. 
There is no sovereignty over knowl- 
edge; it flows freely across borders, 
regardless of geo-political boundaries. 


De la Mothe’s comments echoed John 
Noble’s, stating that much of the co- 
ordination of ideas and co-operation 
between regulators is taking place on 
an informal plane, well below the 
radar of the federal government. De 
la Mothe argued that virtual levers 
are the new drivers for institutional 
co-operation, and that it is the role 
of the federal government to foster 
their creation. 


According to de la Mothe, the relation- 
ship between innovation clusters 

and regulations is an area that needs 
to be much better understood. Canada 
must turn its focus to finding a better 
Canadian regulatory approach, repre- 
sentative of all interests involved. At 
present, the Canadian system is bur- 
densome, and he concluded that there 
is no concrete proof that it provides 
any better protection than that of the 
United States. 


Potential Gains, Challenges, 
and Opportunities 


The regulatory regime is not a static 
entity, commented André Downs of 
the Policy Research Initiative. Downs 
noted that Canada's domestic regula- 
tory reforms were ongoing, and that 
progress over the past 25 years has led 
to a much less restrictive environment. 
However, while Canada’s regulatory 
system appears competitive on an 
international level, we fare poorly in a 
North American context. Our regula- 
tory system is much more restrictive 
on our economy than the US system. 


He further noted that although the 
level of restrictiveness of Canadian 
regulations regarding foreign direct 
investment (FDI) has declined over 


time, it is still much higher than both 
the OECD average and the US level. 

In comparison with the United States, 
Canadian FDI-related regulations are 
more restrictive in all economic sec- 
tors, particularly in the areas of trans- 
portation, electricity, financial services, 
and telecommunications. 


Downs highlighted that this is an 
important consideration, because 
empirical studies generally demon- 
strate a Statistically significant relation- 
ship between regulations, productivity, 
investment, R&D, and exports. This 
has been demonstrated in research 
done by the OECD, which illustrates 
that convergence of regulations in the 
OECD could increase goods and serv- 
ices exports by approximately 10 and 
30%, respectively, and FDI by 10%. 
Additionally, tight regulations of 
product markets negatively affect both 
domestic investment and FDI, and 
also reduce the speed of technological 
catch-up. Drawing a parallel with John 
de la Mothe’s presentation, Downs 
highlighted that restrictive regulations 
have a negative impact on productiv- 
ity and growth. 


He also noted that OECD estimates 
suggest that elimination of the exist- 
ing regulatory gap between Canada 
and the United States could increase 
total factor productivity (TFP) growth 
by about 0.22 percentage points. This 
is quite substantial when one consid- 
ers that TFP growth in the 1990s was 
less than one percent.3 


Canada-US Regulatory 
Co-operation: Approaches 
and Examples 

Doug Blair, also of the PRI, built on 
the points presented by André Downs. 
He highlighted that there are many 


types of benefits to be gained through 
expanded regulatory co-operation, and 
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that harmonization is not necessarily 
the ultimate goal. In some cases, uni- 
lateral action by Canadian regulators 
to make their approaches more com- 
patible with the United States may be 
the best option. What is important, 
argued Blair, is selecting the appro- 
priate mix of policy tools to allow 
Canada to leverage US regulatory 
resources to our own advantage. 


The PRI's research into regulatory co- 
operation showed there are a broad 
range of instruments in the regulatory 
co-operation toolbox, from the basic 
sharing of information to recognition 
of equivalence and harmonization. 
Blair drew three conclusions from 
the PRI’s research into international 
experiences: regulatory co-operation 
usually results from pressures for 
economic integration, regulatory co- 
operation takes time, and political 
commitment is required to ensure 
that it is carried through. 


Blair then posed the question whether 
more can be done within the context 
of North American integration to 
reduce costs by expanding regulatory 
co-operation with the United States. 
He gave a number of examples of 
where such co-operation has or could 
increase net benefits to Canadians 

by reducing compliance costs while 
maintaining regulatory protections. 


The PRI’s research suggests that it 

is common practice for Canadian 
regulators to speak to their American 
counterparts on a daily basis. Such 
interactions have led to a growth in 
knowledge and understanding of each 
other's regulatory systems, and a gen- 
eral increase in mutual confidence. 
Blair concluded that after years of con- 
fidence building, regulators should be 
well positioned to take more concrete 
steps toward co-ordination with the 
United States. 


Can Regulatory Collaboration 
Improve Safety in Health 
Care? 


According to David Griller, SECOR 
Consulting, Health Canada has typi- 
cally been slower in reviewing drugs 
than the United States and other 
countries where regulatory standards 
are high. The United States manages 
to conduct its review in a much more 
profound and timely manner than 
elsewhere due to the sheer amount 
of resources invested. 


Griller suggested that Canada is being 
unrealistic if it thinks it can carry 

out the same quality and number of 
reviews. However, he does believe col- 
laboration between the two countries 
is possible, as long as any arrangement 
is built on the mutual respect of the 
competencies of both partners.° 


Griller concluded by noting that 
collaboration with the Federal Drug 
Administration makes sense. He noted 
that it could lead to more expedient 
reviews of a higher quality, while 
freeing valuable health resources in 
Canada to focus on areas of highest 
risk. He argued that the logic for such 
a move was sound, but wondered how 
long it would take to see concrete 
action on this front. 


Regulatory Co-operation: 
An Ongoing Debate 


The presentations were followed by 
discussion of the issues by federal 
regulators, academics, and industry 
representatives. 


John Arseneau, Environment Canada, 
pointed out that the primary goal of 
environmental regulations is to protect 
the environment, although economic 
efficiency and societal values are taken 
into account in the regulatory process. 
Regulators have a responsibility and 


accountability to the public for deliv- 
ering, first and foremost, on their 
primary mandates. 


While regulatory co-operation with 
the United States for many environ- 
mental issues has proved to be very 
advantageous, in the area of new 
substances, progress is more difficult, 
because of a lack of transparency 
within the US approach. Arseneau 
explained that these difficulties stem 
from the fact that the US regime for 
new chemicals is about 30 years old, 
and so lags behind other jurisdictions 
with respect to information sharing 
(among regulatory agencies) and docu- 
mentation. The Canadian government 
and the US Environmental Protection 
Agency, along with industry from both 
countries, have a co-operative mecha- 
nism in place to promote and facilitate 
regulatory convergence. Environment 
Canada is also leading work at the 
OECD to overcome these obstacles 

on a larger scale. 


Judith Lockett, Health Canada, pro- 
vided a brief update to the group 
about regulatory co-operation efforts 
in her department. In particular, 
Lockett mentioned that the Health 
Products and Food Branch signed a 
memorandum of understanding with 
the US Food and Drug Administration 
in November 2003 on the sharing 
and exchange of information on 
therapeutic products. The work done 
via this memorandum will inform 
decision-making authorities and pro- 
mote closer co-operation on matters 
of mutual interest. 


Some participants noted that the dis- 
cussion about departmental progress 
and future plans for regulatory co- 
operation echoed similar policy 
discussions taking place over the past 
10 years. There was a sense that little 
real progress had been made. 


HORIZONS VoLuME 7 NUMBER 1 


PoLicy RESEARCH INITIATIVE 


75 


Notes 


ER PER BALE LE LP TE 


EYEWITNESS REPORT 


Canadian 
National 
Conference 
and Policy 
Forum on 
Drinking 
Water 


April 3-6, 2004 
Calgary, Alberta 


lan Campbell 
Policy Research Initiative 


lan Campbell is a 
Senior Project Director at 
the Policy Research Initiative. 


HORIZONS VoLuME 7 NUMBER 1 


ost Canadians have clean 
safe drinking water deliv- 
ered to their homes through 
an invisible network of pipes. Boil- 
water advisories happen, but almost 
always in other communities. The 
memory of Walkerton is fading, 
and once again, most Canadians 
take their drinking water more or 
less for granted. 


Not so the people charged with 
supplying it. 


The Canadian National Conference 
and Policy Forum on Drinking Water 
met in Calgary, Alberta, to discuss 
various issues around drinking water. 
Presentations exposed some major 
undercurrents in current drinking 
water policy thinking in Canada. 


One major undercurrent was the sense 
that some provincial regulators may 
have gone overboard since Walkerton, 
imposing extensive and onerous new 
regulations on utilities. The Walkerton 
crisis (in which seven people died 
from contaminated municipal water 
in 2000) was not due to inadequate 
regulation, but rather a failure to 
observe and enforce existing regula- 
tions. Even more importantly, it was 
due to a lack of training of the person- 
nel operating the municipal water 
treatment plant. They did not know 
how to respond appropriately to test 
results that strayed from what they 
were used to seeing. The more useful 
“fix” that many participants felt we 
need is better integration of the water 
system — protection of water quality 
from source to tap. 


The imposition of new regulation and 
reporting requirements on utilities, 
which are often stretching their 
resources to fulfill existing obligations, 
may in fact jeopardize public health 


by distracting utilities from the main 
task of ensuring the water is safe. 
Whether one buys into this argument, 
clearly, any new regulation should 

be evaluated for its cost as well as 

its benefit. 


Another major undercurrent was the 
sense that drinking water guidelines 
have become excessively focused on 
trace chemicals of an unknown, but 
likely insignificant health risk. Giardia, 
Cryptosporidium, and E. coli! are the 
real major health threats in Canada's 
drinking water. Many of the chemical 
threats, such as heavy metals, pesti- 
cides, or endocrine disrupting chemi- 
cals, pose what are, in fact, negligible 
lifetime exposure risks at the levels in 
which they are found in most Cana- 
dian raw water. And yet, utilities in 
some provinces are required to meas- 
ure and report on an ever-increasing 
list of chemicals, which may or may 
not be present in their systems. 


Another theme was the funding of 
utilities, which is often seen as inade- 
quate. There was general agreement 
that consumers should be charged 
the full cost of supplying their water. 
This would not only better fund the 
utilities, it would also encourage con- 
sumers to reduce their water usage, 
saving the need to expand many 
water treatment plants during a 

time of fiscal restraint. 


Even more generous funding, how- 
ever, is not likely to solve another 
serious issue entirely: the shortage 

of highly qualified personnel to oper- 
ate and maintain water treatment 
facilities, particularly in remote com- 
munities. As with many Canadian 
industries, utilities in Canada are fac- 
ing a wave of retirements. The need 
for trained operators is acute. 
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Introduction 


ervice industries account for 

about two thirds of gross domes- 

tic product (GDP) and close to 
three quarters of total employment 
in the Canadian economy, and their 
importance is growing. Information 
and communication technology (ICT)- 
intensive and knowledge-based indus- 
tries are increasingly service industries. 
And service exports are about 13% of 
Canada's total exports of goods and 
services. For a variety of reasons, data 
on service industries are limited in 
scope and not as reliable as that on 
goods-producing industries. Moreover, 
service industries have received far 
less attention than manufacturing 
and other goods-producing industries 
in data development and policy 
research. As a result, important data 
gaps have developed, undermining 
our ability to understand the perform- 
ance of the Canadian economy and 
the dynamics of North American 
economic integration. For the devel- 
opment of sound policies that can 
improve the living standards and qual- 
ity of life of Canadians, it is essential 
to have comprehensive and timely 
data on service industries. 


Data Gaps in Services Output 
and Prices 


Service industries presenting data gap 
problems can be grouped into two 
broad categories. One category com- 
prises industries that present concep- 
tual problems of output measurement 
and for which real output is often esti- 
mated by using input measures, such 
as employment or hours of work. As 

a result, productivity growth in these 
industries is, in essence, assumed away. 
The other category regroups industries 
where conceptual problems are not a 


serious impediment to data develop- 
ment, but where more resources need 
to be devoted to improving timeliness 
and coverage. Priority should be given 
to developing reliable data on output 
and prices in areas where methodolog- 
ical problems are not pervasive, while 
also pursuing methodological work in 
concert with other statistical agencies 
and international organizations such 
as the OECD. In line with this objec- 
tive, Statistics Canada is preparing new 
data sets, including greater industry 
detail on wholesale and retail trade 
services to be released in June 2004. 


Our recommendations for service data 
development are the following. 


e Develop output and price data 
on finance, insurance, real estate, 
professional, scientific, and tech- 
nical services, which contribute 
more than one third of value added 
in the services sector. Statistics 
Canada’s plan to develop price 
indexes for business services will be 
a useful addition in this direction. 


e Develop data on investment, tech- 
nology adoption, innovation, capi- 
tal stock, and labour force skills for 
ICT-producing industries, as well 
as for major ICT-using industries, 
such as finance, insurance, whole- 
sale and retail trade, and profes- 
sional, scientific, and technical 
services. These data are essential 
for understanding the productivity 
and innovative performance of 
service industries. 


Data Gaps in Services Trade 


Unlike for goods, trade data on serv- 
ices are based on sample surveys of 
companies, supplemented with cus- 
toms record information. The data set 
published in the Balance of Interna- 
tional Payments provides information 
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on transportation, commercial, gov- 
ernment, and travel services. About 
30 categories of commercial services 
are available, with a regional break- 
down. This commodity-based infor- 
mation is then used to produce total 
exports and imports for 27 North 


Having to rely on surveys for services 
trade, rather than customs data which 
track goods, Statistics Canada is faced 
with constraints related to confiden- 
tiality as well as the response burden 
for business. Consequently, it is 
expected that less detail will be pub- 


As we move more and more to a service economy, sound 


and effective policy development is hampered by the lack of 


comprehensive and accurate data on service industries in 


general and services trade in particular. 


American Industry Classification Sys- 
tem (NAICS)-based service industries, 
which are reported in the input-output 
(I-O) tables. In the I-O data set, how- 
ever, there is no country ventilation. 
For analytical purposes, the informa- 
tion lost in the process is significant. 


Other data problems arise, because of 
the way services are traded, and keep- 
ing track of the developments in that 
area is crucial. For instance, services 
have become more tradable with the 
advent of e-commerce. But so far, we 
lack information on the services being 
offered via e-commerce. 


licly available by industry and country 
for services trade than for merchandise 
trade. That said, much improvement 
is not only feasible but imperative, 

in particular in light of the growing 
importance of trade in services. 


Our recommendations to advance 
the development of service trade 
data include the following. 


+ Develop data sets linking service 
industries (NAICS) with trading 
partners (countries where possible). 


e Increase the level of detail in com- 
modity and industry (NAICS) data 


for cross-border trade to the extent 
that it does not breach confidential- 
ity agreements. 


e Expand the sample of the survey on 
international transactions in serv- 
ices and maintain a frequency that 
allows quality longitudinal analysis. 


e Provide information on characteris- 
tics of enterprises involved in 
exports and imports of services. 


e Improve the comparability of Cana- 
dian trade in services data with that 
of other countries by using the rec- 
ommended international naming 
convention and concepts. 


Conclusion 


To sum up, data gaps in the services 
sector are much more significant than 
those in goods-producing industries. 
As we move more and more to a serv- 
ice economy, sound and effective pol- 
icy development is hampered by the 
lack of comprehensive and accurate 
data on service industries in general 
and services trade in particular. We 
believe it is essential that resources be 
devoted to enhance the coverage and 
quality of service industry output, 
price, and trade data. 
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canning is an important part of 

any government department’s 

effort to formulate plans, policies, 
and strategies — in short, to plan its 
future course of action. An under- 
standing of the environment is gained 
from a scan of internal and external 
factors and trends that have the poten- 
tial to influence the organization or 
department. This article provides an 
update on the different types of scan- 
ning activities ongoing within the 
federal government, profiles the Envi- 
ronmental Scanning Practice (ESP) 
group, and introduces a new interde- 
partmental initiative to create a gov- 
ernment-wide scan. The initiative will 
be based on input from government 
departments that have expressed a 
strong interest in participating. 


Generally, a typical scan is a report 
capturing a view of the environment 
around the organization. The purpose 
is to detect new, relevant events and 
facts. The macro-environment is gen- 
erally captured under five broad areas 
expressed in the acronym, STEEP. 
Those areas, which generally become 
chapters in the scan, are: 


S socio-cultural, 
technological, 
economic, 


environmental, and 


re} eal es) | 


political (governmental). 


More detailed scans also provide key 
information about an organization’s 
internal capacity to respond to envi- 
ronmental pressures. 


Scanning within the 
Government of Canada 


Virtually all departments have discov- 
ered the benefits of conducting a scan 
of their individual environments. A 


common challenge is that of integrat- 
ing different types of scans and strate- 
gic information within departments — 
and of accessing the best information 
from other members of the federal 
departmental community. By way of 
research, interviews with about 

30 international scanners,! and work 
by the community of practice, a num- 
ber of dimensions have been identi- 
fied. Scans, both within the federal 
government and elsewhere, vary in 
terms of when they are done (regu- 
larly, cyclically), the focus or breadth 
of scope, and how the scan fits within 
the organization. 


The content of a department’s scan 
can vary widely. Some scans can be 
comprehensive, while others focus on 
specific topics, for example, a scan of 
risks or one on legal issues. Finally, 
other important areas of variation 
include the detail of statistical content 
and analysis, the extent to which sen- 
ior researchers and analysts contribute 
their expertise, and whether or not the 
scan draws implications and conclu- 
sions from the information discovered. 
For example, the question might be 
asked, what does it mean for us if 
globalization is affecting everything? 
Some scans draw implications; others 
leave this to the management client. 


The Community of Practice 


An interdepartmental working group 
on scanning has been meeting for 
more than two years. It was estab- 
lished at the request of the Interde- 
partmental Directors General of Policy 
Network, an informal group, and put 
into place by the Chair of that group, 
Michelle Gosselin, Director General, 
Policy Integration and Co-ordination, 
Department of Justice. After sharing 
scans for the first year, the group trans- 
formed itself into a practice group, and 
developed terms of reference. 
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Poverty and Exclusion 
New Perspectives, New Approaches 


overty rates in Canada have improved significantly over the last few years. 
Nevertheless, they stand little improved from 20 years ago. Internationally, 
when it comes to dealing with poverty, Nordic countries, such as Sweden, 
Norway and Finland, as well as several European countries, including the Nether- 
lands, France and Germany, best Canada. According to the United Nations’ 
Human Poverty Index,! Canada ranked 12th among 17 rich countries in 2004 
in dealing with poverty issues. 


There are many good reasons for developing effective policies to address problems 
related to poverty and social exclusion. The issue goes to the heart of the kind of 
society we want and the levels of inequality we are willing to tolerate. More than 
this, and perhaps less obviously, it is also about generating economic wealth for 
all Canadians. 


Shaping this debate are new conceptual bases for how we think about poverty. 
No longer is the idea of poverty confined to a narrow conceptualization related 
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to point-in-time income. Instead, a 
more comprehensive definition focuses 
on the intersection of low income 
and other dimensions of social exclu- 
sion, including access to essential 
goods and services, adequate and 
affordable housing, good health 

and well-being, and participation in 
social networks. Broader interpreta- 
tions of poverty incorporate notions 
of dignity and capabilities to achieve 
one’s potential. Still, others speak in 
terms of citizen rights to social and 
economic participation. 


Enhancing the position of the least 
advantaged in society also makes 

good economic sense. Given that 
Canadians with low skill levels are 
most likely to find themselves in situa- 
tions of poverty, equipping these indi- 
viduals with the skills that would allow 
fuller participation could reap great 
benefits not just for them, but also for 
society as a whole. For example, recent 
evidence demonstrates that differences 
in average skill levels among OECD 
countries explain significant differ- 
ences in economic growth.? In particu- 
lar, increasing literacy rates, especially 
among adults with the lowest skill 
levels, has a significant impact on 

the labour productivity and economic 
performance of countries. So, the way 
we deal with poverty and exclusion 
becomes not only a question of the 
values reflected in our laws, public 
policies, and programs, but also how 
we can increase economic growth and 
the overall well-being of our citizenry. 


We know more today about the eco- 
nomic and social realities associated 
with poverty. Results from longitudinal 
surveys provide new insights into the 
dynamics of poverty, its depth, and 

its consequences. There is a great deal 
of heterogeneity, for example, in the 


life courses of individuals. And 
although poverty is often a transient 
state, certain population groups seem 
to have a persistently high incidence 
of low income. 


How should social and economic 
policies adapt to these new perspec- 
tives and realities? What emerging 
approaches show the most promise 
and warrant the careful attention of 
policy makers? Answers to these ques- 
tions will require effective collabora- 
tion among federal departments, other 
orders of government, and key stake- 
holders. For more than a year now, 

the PRI has been conducting an inter- 
departmental project, New Approaches 
for Addressing Poverty and Exclusion. 
The goal is to assess the potential role — 
of new policy approaches to address 
poverty emerging worldwide, with 

an emphasis on possible medium- 
term implications for Canadian 

federal policies. 


This issue of Horizons features several  : 
contributions from our departmental 
partners and from PRI policy research 
staff involved in this project. The 
articles range from descriptions of 
how poverty has evolved and the 
groups affected to literature reviews 
and analytical pieces touching on 
tools and policies. 


Responsibility for reducing poverty 
and exclusion does not rest solely 

with governments. The non-profit sec- 
tor plays a significant role as well and, 
therefore, the issue also includes pieces 
from academics and non-governmen- 
tal organizations that share our interest 
in finding solutions to problems of 
economic and social exclusion. 


The release of this issue coincides with 
the PRI conference, Exploring New 
Approaches to Social Policy, to be held 
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in Ottawa on December 13-15. We 
hope this publication will serve as a 
useful complement to the presenta- 
tions and deliberations featured at 

the conference, and that, together 
with outputs from the conference, 

it will contribute to the identification 
of more effective approaches and poli- 
cies for addressing issues of poverty 
and exclusion. 


Jean-Pierre Voyer 
Executive Director 


Notes 


1 United Nations’ Human Development 
Reports. <http://hdr.undp.org/reports/ 
global/2002/en>. 


2 Coulombe, S., J.F Tremblay, and S. 
Marchand. 2004. Literacy Scores, 
Human Capital and Growth Across 
Fourteen OECD Countries. Statistics 
Canada, catalogue no. 89-552-XPE, 
no.11. See also, “Counting Heads: 

A Breakthrough in Measuring the 
Knowledge Economy”. The Economist. 


August 28, 2004, Vol. 372, Issue 8390: 70. 
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Poverty and Exclusion: Normative 
Approaches to Policy Research 


The understanding of equality issues that 
informed our current social policy infrastruc- 
ture predated the Canadian Charter of Rights 
and Freedoms. Case law dealing with human, 
equality, and international rights has evolved 
significantly in the interim. Moreover, Canada’s 
adherence to several international human 
rights agreements has not, by and large, been 
reflected in Canadian law or in domestic policy 
making. This report examines these normative 
shifts, and makes a case for the systematic, 
front-loaded integration of legal norms into 
horizontal policy development. 


Canada-US Regulatory 
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Path Forward 


This interim report presents the PRI’s research 
to date on the potential benefits of expanding 
regulatory co-operation between Canada and 
the United States, and the approaches available 
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Measurement of Social Capital 
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exercise was to identify essential elements of a 
“toolbox” for analyzing social capital for pur- 
poses of developing and assessing government 
programs and policies. 
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oth developed and developing 

countries around the world have 

made great progress in reducing 
poverty and its corollary of human 
suffering. Over the past decade, new 
thinking has emerged in terms of 
research and policy relating to poverty. 
Among OECD countries, the focus of 
research on poverty has shifted from 
describing the poor to understanding 
the process and consequences of 
poverty (Oyen, 2003). There has been 
a great deal of literature devoted to 
the measurement of poverty, income 
inequality, income security, and more 
recently, the dynamics of poverty. 


Traditionally, poverty has often been 
synonymous with a lack of financial 
resources at one point in time. New 
research findings have provided 
insights into the pathways in and 

out of poverty. Researchers and policy 
practitioners have come to view 
poverty not simply as a lack of finan- 
cial resources, but as the cause and 
consequence of social exclusion. That 
is, a lack of money prevents individu- 
als from fully participating in the 
social and economic activities of the 
society in which they live. Broader 
interpretations of poverty incorporate 
notions of dignity and capabilities to 
achieve potential. 


This new understanding has led to 

a broader definition of poverty to 
include aspects other than income. 
The United Nations, for example, 
describes poverty as a human condi- 
tion characterized by the sustained or 
chronic deprivation of the resources, 
capabilities, choices, security, and 
power necessary for the enjoyment 
of an adequate standard of living and 
other civil, cultural, economic, politi- 
cal, and social rights.! Following this 
definition, the United Nations’ 


Human and Income Poverty Index 
(UNHPI) includes a wider range of 
indicators. In addition to low income 
measured as the proportion of the 
population below 50% of median 
income, the UNHPI includes measures, 
such as life expectancy, the literacy 
rate, and long-term unemployment.? 
Using this approach, poverty can be 
seen as a hydra, the many-headed ser- 
pent that was the object of the second 
labour of Hercules. 


When measured against the UNHPI, 
Canada does not fare particularly well, 
especially compared to other devel- 
oped nations. In 2004, for example, 
Canada ranked 12 out of 17 on the 
UN Human Poverty Index for 17 
developed nations, ahead of other 
predominately English-speaking 
countries, such as the United States, 
Ireland, the United Kingdom, and 
Australia, but well behind non- 
English-speaking countries, especially 
Sweden, Norway, and the Netherlands. 
Picot and Myles report a similar pat- 
tern on income inequality in this 
issue of Horizons. Further, as shown by 
Picot and Myles, income inequality 
has risen in Canada even in times of 
economic prosperity. 


Poverty Is a Transient State 
for Most People 


With the availability of longitudinal 
data, researchers are able to identify 
social factors contributing to the 
dynamics of income mobility. It has 
been shown that low income is often 
not a permanent state (Finnie, 2000). 
Rather, being poor is a fluid and often 
temporary process. While individuals 
may experience low income at some 
point, many get out of it within a 
couple of years. Some may re-enter 
poverty, while others escape from the 
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situation completely. Entry and exit 
from low income are often associated 
with events and transitions over one’s 
life course, such as a change in family 
or employment status, as well as a 
change in place of residence. 


That being said, there remains a small 
percentage of individuals and families 
who are particularly vulnerable to 
being persistently poor. As demon- 
strated by Hatfield in this issue, five 
groups in particular are more vulnera- 
ble to long-term poverty than the gen- 
eral population: lone-parent families, 
unattached older individuals, persons 
with work-limiting disabilities, Aborig- 
inal peoples living off reserves, and 
recent immigrants. These groups 

share a number of things in common. 
Each group carries an identity marker 
defined by an event occurring over the 
course of life, ranging from a change 
of family status or a lack thereof, a 
change in health status, or a change 
in place of residence. Individuals expe- 
riencing multiple changes are particu- 
larly at risk, such as being older, single, 
and disabled, or being an Aboriginal 
lone parent, living off the reserve. 
Conversely, departure from some of 
these characteristics reduces the risks 
of long-term poverty. 


Poverty Is Multi-Faceted 


Low income is one aspect of social 
exclusion. As Sen argues: “Income 
may be the most prominent means 

for a good life without deprivation, 
but it is not the only influence on the 
lives we can lead” (2000: 3). Indeed, it 
is the nexus of poverty and exclusion, 
to quote Eliadis in this issue, that is 

of policy interest. As mentioned, the 
many aspects of poverty bring to mind 
the hydra, the many-headed serpent 
that terrorized the countryside of 
Lerna until being defeated by Hercules. 


Low-income individuals and families 
are often excluded from many aspects 
of life including access to an adequate 
level of goods and services, meaning- 
ful employment opportunities, afford- 
able housing and well-provisioned 
neighbourhoods, and civic, social, 
and political participation. 


Low-income households are in need of 
adequate and affordable housing. Ade- 
quate housing, to some extent, is 
defined by a well-provisioned neigh- 
bourhood. Poor-quality housing is 
generally found in low-income neigh- 
bourhoods. Individuals usually pay a 
premium for living in a good neigh- 


Low income is one aspect of social exclusion, and low-income 
individuals and families are often excluded from many aspects 


of life. 


Low-income individuals and families are 
often deprived of opportunities to develop 
their capabilities. Lack of financial 
resources means making choices 
regarding necessities of life. This may 
deprive individuals of opportunities 

to develop their capabilities. Children 
from lower-income families are less 
likely to have a computer at home or 
to participate in extra-curricular activi- 
ties (Ross and Roberts, 1999). Women 
with lower incomes are less likely to be 
able to afford paid child care. Housing 
and food are the major expenses, espe- 
cially for low-income families. 


Low-income individuals are marginalized 
in the world of work. Labour market 
attachment is usually weak among the 
poor. The persistently poor are likely 
to be unemployed or working part 
time (again, see Hatfield's article in 
this issue). This could be due to a lack 
of education and employment oppor- 
tunities. Moreover, for those who are 
employed, many are trapped in jobs 
that offer little security and low pay. 
Individuals in precarious jobs are less 
likely to receive on-the-job training. 
Nor can they afford skills-upgrading 
courses that could help them escape 
their predicament. 


bourhood, because of the quality of 
community services, schools, better 
infrastructure, and a vibrant economy. 
The poor are less likely to be able to 
afford quality housing and, conse- 
quently, are excluded from access to 
quality services. Engeland and Lewis 
show in this issue that households 
with low attachment to the labour 
market and low income are more 
likely to have core housing needs. 


Low-income people often lack the social 
capital, or networks, that are key to get- 
ting ahead in life. Networks are critical 
in enabling individuals to get by and 
get ahead over the course of life. There 
are two kinds: bonding networks that 
help individuals get by, such as close 
family and friends of the same social 
and economic background, and more 
diverse bridging networks that can 
help individuals get ahead. It has 
been argued that the poor and socially 
excluded are strong in bonding net- 
works, but weak in bridging networks 
(Perri 6, 1997). While strong ties repre- 
sented by bonding networks are essen- 
tial, it is the weak ties mostly found in 
bridging networks that are critical, for 
example, in finding jobs and advanc- 
ing in one’s career. 
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Poverty in a Life-Course 
Perspective 


Poverty and exclusion do not occur 
overnight. These states evolve from 
circumstances affecting the entire 
life of an individual (Giddens, 2000). 
Hence, we need to apply a life course 
lens to the analysis of poverty and 
social exclusion. Broadly speaking, 
the life course consists of four trajec- 
tories: family, learning, employment, 


Governments have to balance between 
teaching individuals to fish and pro- 
viding them with fish when they are 
unable to provide for themselves. 


On the one hand, governments can 
enable individuals to participate fully 
in the social and economic activities 
in the society in which they live by 
empowering them with the capability 
necessary to take hold of the social 
and economic situations. This includes 


Governments have to balance between teaching individuals 


to fish and providing them with fish when they are unable 


to provide for themselves. 


and community. Events and transi- 
tions along each trajectory change an 
individual’s role responsibilities. There 
will invariably be setbacks and oppor- 
tunities. Individuals usually have a 

set of resources at their disposal 
including personal characteristics, 
social relations, human and financial 
resources, and government support. 
When facing setbacks, such as family 
breakdown, health problems, or 
employment disruptions, these indi- 
vidual resources act as buffers (Room, 
2000). If these buffers are not strong 
enough to overcome life’s calamities, 
then, individuals risk being at the mar- 
gin of society. Through the lens of the 
life course, we can examine the critical 
points where exclusion likely occurs. 


Equality of Opportunity vs 
Equality of Outcome 


What is the role of governments in 
effectively addressing poverty and 
exclusion? To use a much-quoted 
Eastern proverb: Give a man some 
fish, you feed him for a day; teach 
him to fish, you feed him for life. 


providing opportunities that allow 
individuals to build up various forms 
of assets, such as the capability of 
saving for the future, the capacity to 
learn, and the ability to own a home. 


On the other hand, equality of oppor- 
tunity does not guarantee equality of 
outcomes. Individuals may be unem- 
ployed due to an economic downturn. 
Some may not be able to work full 
time due to health or family reasons. 
Others may work hard, but still cannot 
make ends meet. This population can 
be termed the working poor, and is 
discussed in articles by Jackson and 

by Fortin and Fleury in this issue. 


Reducing Poverty Requires 
the Efforts of All 


Hercules did not conquer the hydra 

by himself. One person alone could 
not defeat the monster: as soon as 

one head was struck, two others would 
burst out. Hercules had the assistance 
of his nephew lolaus. After his uncle 
chopped off one of the heads of the 
hydra, lolaus ensured that it would 
not grow back while Hercules tackled 


the remaining heads. In a similar spirit 
of assistance, all sectors of society, gov- 
ernments, community, and the family, 
in addition to the individual, play a 
role in reducing poverty and exclusion 
(Maxwell, 2003). 


Governments provide income support 
and programs to ease life course transi- 
tions. Early childhood education and 
development measures ensure that 
children have a good start in life. Stu- 
dent loans, scholarships, and long- 
distance education could improve 

the affordability and accessibility of 
post-secondary education. Employ- 
ment insurance, welfare-to-work and 
job training programs can help the 
unemployed to get back on their feet 
more quickly. Legislation is in place 
to ensure fair labour market standards 
and equal access to jobs. 


Non-government sectors, such as com- 
munity organizations, also contribute 
to the well-being of individuals. Social 
economy enterprises offer ways to 
combat poverty and distressed neigh- 
bourhoods. The voluntary sector is 
critical in supporting efforts to reduce 
poverty and exclusion. This issue of 
Horizons includes two examples of 
how non-governmental organizations 
can support and mobilize communi- 
ties to bring greater inclusion. (See 
pieces in this issue from the Laidlaw 
Foundation and the Canadian Council 
on Social Development.) 


Employers, through hiring and corpo- 
rate practices, are key to the labour 
market integration of workers. Educa- 
tion and skills clearly improve one’s 
likelihood of finding and maintaining 
meaningful employment and job secu- 
rity. Getting a foothold in the world 
of work is not without perils for young 
people entering the labour market 

for the first time, as well as for those 


PoLicy RESEARCH INITIATIVE 


HORIZONS VoLuME 7 NUMBER 2 


eS 


The PRI Project: 


New Approaches for Addressing Poverty and Exclusion 


n the spring of 2003, the PRI launched an interde- 

partmental project called New Approaches for 

Addressing Poverty and Exclusion (see Horizons, vol- 
ume 6, number 2). Significant progress has been made 
since then in understanding the dynamics of poverty 
and its link to other forms of social exclusion. 


Early on, the project developed a conceptual framework 
outlining the intersections between income, poverty, 
and exclusion. Next, we worked with our departmental 
partners to identify the aspects of life from which low- 
income people are often excluded. By autumn, a com- 
pendium had been compiled of the most recent research 
undertaken by participating federal departments and 
researchers outside of government. Drawing from the 
research compendium, the project team developed a 
diagnostic that examined issues of poverty and exclusion 
using multiple lenses, and reviewed current and emerging 
approaches worldwide. These activities were discussed at 
the November 2003 PRI-SSHRC roundtable, Implications 
for Policy-Making of Current Research on Poverty and 
Exclusion. At the roundtable, departmental officials and 
experts recommended that we apply a life-course lens 

to poverty and exclusion, and that more attention be 
turned to the working poor who are at risk of exclusion. 


In December 2003, the PRI organized a conference 
on asset-based approaches to addressing poverty. Over 
150 experts, researchers, and practitioners in various 


sectors from Canada and abroad took part in the event. 
Through the resulting exchange, participants were able 

to understand and discuss the merits, as well as the lim- 
its, of this emerging approach. 


A life-course perspective will inevitably prove useful 

in how we make various kinds of social investments to 
address issues of poverty and social exclusion. To this 
end, the PRI has proposed a life-course framework for 
social policy analysis that will help to target our efforts 
more effectively. First presented this past August at the 
2004 Queen’s International Institute on Social Policy, 
the framework considers the kinds of resources to which 
people can turn for various forms of support (i.e., finan- 
cial, physical, human, and social capital, as well as infor- 
mation), the possible sources of these supports (i.e., 
markets, governments, arm’s-length institutions, commu- 
nities, families, and social networks), and the potential 
substitutability of these resources and their sources. 


In addition to examining the trajectories of stages and 
key events over people’s life course, the framework also 
emphasizes the importance of significant and sometimes 
multiple transitions that represent the critical points 
where individuals may need to rely on various forms of 
support. This life-course framework serves as a practical 
backdrop for much of the work the PRI is conducting in 
the course of its social policy projects. 


starting anew in a foreign country. 
Employers determine the value of 
the education and experience of 
job applicants and workers. 


As active players, individuals navigate 
through the course of life using the 
social and economic resources at their 
disposal. The life course is fluid and 
multi-dimensional, encompassing 
gender, ethnicity, marital status, 
health, immigration status, and 

. economic resources. These markers 
have an impact on the type and 


amount of resources one is able to 
accumulate over each life course trajec- 
tory. Dempsey’s analysis in this issue 
of elderly immigrants demonstrates 
the impact on earnings of migration 
later in one’s life course. 


Family, friends, and acquaintances 
offer support in times of need. Strong 
family support is critical in ensuring 
that children grow up in a loving and 
stimulating environment. Intergenera- 
tional support includes both financial 
and other contributions. 


Of course, the market environment 
also plays a role. Economic tides affect 
employment prospects, as well as 
income and wealth accumulation. 

As workers, consumers, and investors, 
an individual’s fortune is intimately 
linked to the market in terms of the 
financial return to human capital, job 
opportunities, and the amount of 
income and assets he or she accumu- 
lates. During an economic downturn, 
jobs are more difficult to come by, and 
the value of one’s savings and assets 
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decreases. Yet, even when the eco- 
nomic tides are rising, not everyone 
will share the benefits. For example, 
housing may be more unaffordable for 
those in low-income jobs, especially in 
places where the local economy is 
booming. 


We have established that combating 
poverty is a Herculean effort. Yet, even 
Hercules could not completely elimi- 
nate the hydra, as one of its heads 
was immortal. In some sense, poverty 
and exclusion will likely remain a fact 
for all societies rich or poor. But the 
faces of poverty and the manifesta- 
tions of exclusion will continue to 
change. Innovation and partnership 
are key to managing the associated 
social risks and capitalizing on emerg- 
ing Opportunities. 


In the context of its project on New 
Approaches to Poverty and Exclusion 
(see accompanying text box), the PRI 
has undertaken conceptual and diag- 
nostic work that has laid the ground- 
work for the assessment of new 
approaches to combating issues of 
poverty and exclusion. The current 
issue of Horizons provides an excellent 
indication of the directions this body 
of work is taking. 
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PRI-SSHRC Roundtable 
Series 


In order to address effectively the 
multifaceted problems facing contem- 
porary society, governments are increas- 
ingly required to rely on the knowledge 
and expertise that are found in the 
work of academia, research institutions, 
and other authoritative sources. 
Nonetheless, the integration of available 
research, analysis, and empirical evi- 
dence into the policy development 
process remains a significant challenge. 
How do we ensure that knowledge pro- 
ducers are effectively connecting with 
those who, in their efforts to promote 
the well-being of Canadians, can make 
best use of their knowledge? 


The PRI-SSHRC Policy Research Round- 
tables is a joint effort by the Social 
Science and Humanities Research 
Council and the Policy Research 
Initiative. Its objective is to improve the 
quality of knowledge transfer between 
experts from academia and those 
responsible for the design and develop- 
ment of federal policies and programs. 


The PRI-SSHRC Policy Research Round- 
tables series provides a unique venue for 
informed discussions on key emerging 
policy priorities and policy research 
issues. In addition, it will contribute 

to the development and maintenance 
of networks between key policy 
researchers and senior policy personnel. 


The autumn 2004 season of the PRI- 
SSHRC Roundtable series is now com- 
plete, and a number of eyewitness 
reports from the season appear in this 
issue of Horizons. Information regarding 
upcoming Roundtable activities will 

be posted on the PRI web site, at 
<www.policyresearch.gc.ca>, as it 
becomes available. 
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rends in low-income levels 
| and income inequality in 
Canada are two of the more 
closely watched indicators of eco- 
nomic well-being. In this paper we 


review recent evidence regarding 
these trends in Canada. 


Family Income Inequality in 
Comparative Perspective 
For cross-national comparative pur- 
poses, our selection of countries is 
based on a well-established body 

of comparative research. Reflecting 
long-standing institutional and 


TABLE 1 


political differences, these clusters 
include the Scandinavian/Nordic 
nations, represented here by Finland 
and Sweden, the countries of Conti- 
nental Europe (Belgium, Germany, 
and the Netherlands) and the predom- 
inately English-speaking countries 
(Canada, the United Kingdom, and 
the United States). 


Table 1 summarizes recent (1997-2000) 
results on cross-national differences 

in income inequality for these eight 
nations. Measured with the Gini index 
(the higher the Gini, the greater the 
inequality), family income inequality 


Measures of Family Income Inequality: An International 


Comparison? 


After-Tax/Transfer (Disposable) Income 


Adult Equivalent Adjusted 


Gini Ratio of Ratio of Low Ratio of High 
High to Low to Middle to Middle 
Income Income Income 

(P90/P10) (P10/P50) (P90/P50) 
United States (2000) 0.37 5.43 0:39 2.10 
United Kingdom (1999) 055 4.54 0.47 2.14 
Canada (1997) 0.29 3.99 0.47 1.86 
The Netherlands (1999) 0.25 327 0.53 1275 
Germany (2000) 0725 3417 055 1573 
Belgium (1997) 025 12 0.53 1.70 
Sweden (2000) 0.25 2.95 057 1.68 
Finland (2000) 075 2.90 0.57 1.64 


Notes: 


a The Gini coefficient varies between 0 and 1.0: the higher the Gini, the greater the level of 
inequality. The results in Table 1 are based on family disposable (after-tax and transfer) income, 
where the unit of analysis is the individual, and each individual is attributed the family “adult- 


equivalent adjusted” family income. 


b Adult equivalent adjusted income is a per capita measure of income that accounts for the 
economies of scale associated with larger families. It is computed by dividing family income by 
the number of “equivalent adults” in the family. A family of four may have two equivalent adults, 
based on the assumption that four people in one household is the equivalent of two people 


living on their own. 
Source: Smeeding (2003). 
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TABLE 2 


Income Inequality (Gini) From the Late 1970s to the End 
of the 1990s in Eight Nations 


Late 1970s Mid-1980s Mid-1990s Most Recent 
United States 0.30 0.34 0.36 Oey 
Canada 0.29 0.28 0.28 0.29 
United Kingdom 0,27 0.30 0.34 0:35 
Germany 0.26 0.25 0.26 0.25 
Netherlands na 0.26 0.25 0.25 
Belgium na 0.23 0.22 0.25 
Finland na 0.21 0.22 0,25 
Sweden 0:22 0722 O22 0.25 


Source: LIS key figures. 


was remarkably similar among the 
Central European and Nordic nations 
by the end of the century. Canada’s 
position (Gini = .29) as more egalitarian 
than the United States (Gini = .37), 
and the United Kingdom (Gini = .35), 
but less equal than the countries of 
Central and Northern Europe, repli- 
cates a familiar pattern found in many 
earlier cross-national comparisons. 


Comparing percentile ratios provides 
a more intuitive understanding of 
these differences. In the United States, 
family incomes near the top of the 
distribution (the 90th percentile) are 
over five times higher than family 
incomes near the bottom of the dis- 
tribution (the 10th percentile). In 
Canada, the ratio is about four to 
one, while in Sweden and Finland 
the ratio is about three to one. Rela- 
tive to families in the middle of the 
distribution (at the SOth percentile), 
low-income persons in the Nordic 
countries have incomes that are 57% 
of the median, compared to 47% in 
Canada and the United Kingdom, 
and 39% in the United States. 


In Table 2, we show how inequality 
has evolved in these countries since 
the late 1970s. Perhaps the most 
remarkable feature is the stability 

in the relative ranking of countries 
despite change. Countries with higher 
levels of family income inequality 
(including Canada) at the beginning 
of the period also had higher levels 

at the end of the period. The Nordic 
countries (Finland, Sweden) retained 
their distinctively low levels of 
inequality through the mid-1990s, 

at which point they began to move 
toward Central European levels. 
Canada’s position relative to the 
United States and the United King- 
dom, however, has changed quite 
dramatically since the 1970s. At the 
beginning of the period, the differ- 
ence between Canada and the United 
States was quite modest, and Canadian 
inequality was higher than in the 
United Kingdom. By the end of the 
period, however, Canadian inequality 
was well below US and UK levels, 

a result of relative stability in the 
Canadian distribution compared to 

a long-term rise in inequality in both 


the United States and the United 
Kingdom. The relative stability in 

the Canadian income distribution 
through the 1980s and early 1990s 
has been well documented (Beach 
and Slotsve, 1996; Wolfson and 
Murphy, 1998; Gottschalk and Smeed- 
ing, 1997) and reflects the fact that, 
through the 1980s and early 1990s, 
increases in market-based inequality 
among families were offset by rising 
social transfers. As we show in the 
following section, however, new evi- 
dence from recent studies indicates 
that income inequality in Canada 
deviated from this long-standing 
stable trend and increased moderately 
during the 1990s. 


Is Family Income Inequality 
Rising in Canada? 


The data in Table 2 show that income 
inequality, as measured by the Gini 
coefficient, changed little between 

the late 1970s and the late 1990s. 
These results are based on a survey 
that was terminated in 1997 in favour 
of a new survey. However, to assess 
recent trends one should analyze com- 
parable points in the business cycle, 
and employ more recent data. To do 
so, we turn to two sources: the census, 
and a series that is a combination of 
the terminated Survey of Consumer 
Finances (SCF) and its replacement, 
the Survey of Labour and Income 
Dynamics (SLID). We focus on 1990 
and 2000, roughly the last two 
business cycle peaks.! 


The survey data (SCF plus SLID) 
registered a 6% increase in the Gini 
coefficient between 1990 and 2000, 
based on after-tax and transfer income 
(i.e., disposable income?), the most 
appropriate income measure. However, 
the census does not collect taxes paid 
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data, so we turn to a slightly different 
definition of family income: income 
after government transfers and pre-tax. 
On that basis, the survey data again 
suggest a 6% increase in the Gini 
between 1990 and 2000, and the 
census data registered a 5% increase. 
Thus, these two sources indicate a 
moderate increase in income inequal- 
ity over the 1990s. 


Perhaps a more intuitive interpretation 
of the increase can be gained using 
top to bottom ratios. Based on survey 
(SCF and SLID) data, after taxes and 
transfer income among families in the 
top decile (the 10% of families with 
the highest incomes) was 7.5 times 
that of the income of families in the 
bottom decile in 1990. By 2000, this 
had increased to an estimated 8.7 
times greater, an increase of 15% in 
the top to bottom ratio. Census data 
suggested a similar 14% increase in 
this ratio (based on pre-tax, after 
transfer income). 


Figure 1 indicates the rise in inequal- 
ity was primarily the result of faster 
rising incomes at the top of the 
income distribution. Census data sug- 
gest little change in family incomes 
among lower-income families between 
1990 and 2000, while higher-income 
families saw increases between 7% 
and 16%. 


Low Income 


Measures of income inequality indicate 
changes in relative distribution of 
income over the entire population. 
Low-income statistics, in contrast, 
provide a more focused view of 
changes at the bottom end of the 
income distribution. The low-income 
rate measures the proportion of people 
below a low-income cut-off, while the 
low-income gap is a measure of the 


FIGURE 1 
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1990-2000, Census Data 
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: Ordering families by their total family income (after transfer, before taxes), from the 


bottom vingtile (the 5% of families with the lowest total family income) to the top. 


Source: Statistics Canada, Census. 


depth of low income among those 
who fall below the cut-off.4 Analysts 
concerned with economic exclusion 
typically focus on both measures, as 
we will see when we turn to our 
review of Canada-specific trends. 
Because of measurement problems, 
however, the cross-national compar- 
isons in the section below only con- 
sider differences in low-income rates. 


Low Income in Comparative 
Perspective 


a. Levels and Trends 


For cross-national comparisons, we 
follow conventional practice and 
measure low income as including 

all persons in families with incomes 
less than 50% of the national median 
(Table 3). Our results are based on 
Smeeding (2003). 


The low-income rate for all persons, 
using the 50% threshold, varies from 
5.4% in Finland to 17.0% in the 
United States. Higher rates are found 
in predominately English-speaking 
nations, countries that also have 
higher levels of overall inequality. 
While overall rates in Canada and 
the United Kingdom (12%) remain 
well below those of the United States, 
Canada’s relative position varies sub- 
stantially among sub-groups. At 5%, 
the low-income rate among Canadian 
seniors is now among the lowest of 
the affluent democracies. In contrast, 
until the late 1990s, low-income rates 
among Canadian one-parent families 
(39%), and childless households (12%) 
were close to or above US levels. As 
we highlight below, however, these 
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TABLE 3 The standard approach to measuring 


the effect of transfers and taxes, as 
employed here, is to compare the 
low-income rate on a pre-transfer/tax 
basis (market income) with the low- 
income rate after transfers and taxes 


Relative Low-Income Rates in Eight Countries 


Families with Children 


Overall 1 Parent 2 Parents Childless Elders 


Nation (year) 


United States (00) 17,0 41.4 13.1 Fri 28.4 
(disposable income).$ 

United Kingdom (99) 12.3 SAS 8.9 AZ 24.6 
Catia (97 119 38.9 95 121 52 Table 4 summarizes the overall impact 
See ; | ; of taxes and transfers (including those 
Netherlands (99) 8.9 26.8 7.9 9.5 3.2 for retirees) on low-income levels from 
Germany (00) 8.2 31.6 2.8 9:0 12:2 Smeeding (2003) and Corak et al. 
Belgium (97) 79 125 66 73 131 (2003). Despite differences in data 

: sources, the results are remarkably 
Sweden (00) 6.4 113 2.1 9.7 8.2 consistent. Among the eight coun- 
Finland (00) 5.4 7 72 7.6 10.1 tries, the cash tax/transfer system in 


the United States reduced low income 
the least. Reductions were somewhat 
higher in Canada and the United 
Kingdom than in the United States, 
but generally less than in the Euro- 
pean countries. 


Source: Smeeding (2003). 


TABLE 4 


Percent Reduction in Low-Income Rates, Income Before 
Taxes/Transfers Compared with Income After Transfers 


and Taxes, All Persons : 
Low-Income Rates in Canada 


Smeeding (2003) 


Corak et al. 


; a. Changes in Canadian Low-Income 
Percent Reduction 


Levels during the 1990s 


Percent Reduction 


ANR Be In this section, the low-income rate 
United Kingdom 61 53 is the proportion of people below Sta- 
Canada 52 52 tistics Canada’s after-tax and transfer 
NS 59 = Hessen: cut-off tise) AS eee 
- in Figure 2, the low-income rate typi- 
Germany 71 64 cally tracks the unemployment rate. 
Belgium 75 na Rates tend to rise during recessions 
en es 78 ms and fall again as recovery sets in; 
re however, in the 1994 to 1997 period, 


Finland 70 na the low-income rate in Canada rose 


despite improving economic condi- 
tions. Two papers (Osberg, 2000; 


historically high levels of low income 
among Canadian lone-parent families 
moved down sharply after 1997. 


b. The Role of Transfers and Taxes 


The extent to which income transfers 
(and taxes) redistribute income to 
the benefit of the least advantaged 
varies significantly among advanced 


economies. It is worth noting that 
countries differ in the extent to which 
services, such as education or health 
care, are provided publicly or privately 
so estimates, such as those presented 
below (i.e., based on cash benefits 
alone) do not capture the full range 

of government redistribution. 


Picot et al., 2003) concluded that this 
deviation was related to the fact that, 
despite recovery, earnings did not 
increase to any great extent among 
poorer families, while social transfers 
(social assistance, Employment Insur- 
ance benefits) fell. By 2001, though, 


| 
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Figure 2 suggests the low-income rate FIGURE 2 
and the unemployment rate had 


ed tion up. Low-Income Rate? and Unemployment Rate (Left Axis), 


Canada, 1980 to 2002 


Strikingly, after years of relative 


stability, low-income rates among 14 15 
lone-parent families fell substantially 4 
in the latter part of the 1990s. Statis- 17 
tics Canada calculations show that the 13 
low-income rate among lone parents & 10 ive 
fell 10 percentage points (from 42% to 2 11 Ÿ 
32%) between 1997 and 2000.7 = 8 & 
Though still not well understood, this : ? Ww = 
change was at least in part the result of es 9 g 
increased earnings. Average market = 4 as 
income among female lone-parent Ê ’ = 
families rose 46% between 1996 and 2 
2001, a trend that appears to be prima- aaa aaa aa aa a 
rily the result of higher labour force 0 5 
participation. About 82% of female 1980 1985 1990 1995 2000 2002 
lone-parent families had earnings in Year 
2001, while in 1993 the corresponding m unemployment rate + low-income rate 
figure was 67%. This increase may 4 Based on Statistics Canada’s after tax/transfer LICO. 
reflect changes in child tax benefits 
(the National Child Benefit), which Source: Statistics Canada, Census. 
reduced employment disincentives, 

FIGURE 3 


and certain “re-investments” of trans- 
fers from social assistance to cash and The Low-Income Gap,? 1980 to 2001 Index, 1980=100 
non-cash programs for children. In 
effect, earnings trends among lone- 
parent families were a significant and 
important exception to the patterns 
reported for all low-income families 
described earlier. 100 


The low-income gap provides addi- 
tional information on the well-being 


of low-income families. Sometimes 90 

referred to as the depth of low income, 

it is the difference between the 

low-income cut-off and the average 80 

income of low-income families 80 83 86 89 92 95 98 2001 
expressed as a ratio of the cut-off. Note: 

The change in the low-income gap a. The gap is measured as (I-C)/C 

is shown in Figure 3 by indexing the where | = average family income for among families in low-income 


C= the dollar value of the low-income cut-off 


gap to 100 in 1980. Despite falling peo 
(Statistics Canada after tax/transfer LICO). 
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FIGURE 4 


Low-Income Rates of Immigrants Relative to Non- 
Immigrants, by Five-Year Period of Immigration, 1980 to 


2000 
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employment earnings among low- 
income families during the 1980s, the 
low-income gap fell as a result of rising 
transfers (Picot et al., 2003). From 
1993 to 1998, in contrast, average real 
incomes among low-income families 
fell resulting in a rising low-income 
gap.$ As a result, unlike the trend in 
the low-income rate, the low-income 
gap did not return to the levels 
observed at the end of the 1980s. 


b. Low-Income Trends Among Recent 
Immigrants 


Low-income trends among the popu- 
lation as a whole tend to mask an 
underlying divide that has opened 

up between the native-born and 
immigrants to Canada. The decline in 
earnings among successive groups of 
immigrants entering Canada through 


the 1980s and 1990s has been well 
documented (Bloom and Gunderson, 
1991; Reitz, 2001; Green and Worswick, 
2002; Frenette and Morissette, 2003; 
Aydemir and Skuterud, 2004). 


This rising earnings gap between 
recent immigrants and the native-born 
is reflected in a growing divide in low- 
income rates. For most major groups 
among the native-born, low-income 
rates have been falling through the 
1980s and 1990s. In contrast, low- 
income rates among immigrants (net 
of business cycle effects) have been 
rising. Between 1980 and 2000, two 
years of business-cycle peaks, the low- 
income rate among recent immigrants 
rose from 25% to 36%, while falling 
among the Canadian-born from 17% 
to 14%.° Even among traditionally 


vulnerable groups of the Canadian- 
born, such as seniors, lone parents, 
and young families, low-income 
rates either fell, or remained constant 
(Picot and Hou, 2003). Among very 
recent immigrants (in Canada five 
years or less), the low-income rate 
was 1.5 times that of the Canadian- 
born in 1980, rose to 2.7 times the 
native-born rate in 1995, and declined 
marginally to 2.5 times the native- 
born rate in 2000. 


Low-Income Dynamics 


With the advent of longitudinal 
household surveys, analysts are now 
able to establish levels and trends in 
the low-income rate and gap, and 
patterns of entry and exit from low 
income, the duration of low-income 
spells, and the movement of individ- 
uals within the income distribution. 
Income dynamics analysis is con- 
cerned with the fluidity of movement 
among various income states and the 
determinants of these flows. 


a. Low-Income Dynamics in a 
Comparative Context 


For many, low income is a transient 
condition. Corak et al.’s analysis of 
low-income dynamics in Canada, 
Germany, the United Kingdom, and 
the United States shows that between 
one third and one half of all people 
who enter low income exit after one 
year (Table 5).10 At the other extreme, 
between 20% and 30% of all people 
who enter low income find themselves 
still in that state after five years. 
Though limited in its comparative 
scope to only four countries, the 
results of Corak et al.’s study indicate 
that national differences in persistent 
low income are correlated with higher 
inequality and low-income levels. Of 
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those entering low income in the 
United States, 31% were still in the 
state after five years, compared to 
24% in Canada, and 18% in Germany 
and the United Kingdom. Since the 
number of people persistently in low 
income depends on how long they 
remain in that state and how many 
enter, a somewhat better indicator 

of long-term exclusion is the percent- 
age of the total population in low 
income over an extended period. 
During the six years analyzed by 
Corak et al., 5.4% of the population 
was in low income in all six years in 
the United States, 4.4% in the United 
Kingdom, 2.9% in Canada, and only 
1.9% in Germany. 


b. The Most Vulnerable: 
The Concentration of Persistent 
Low Income in Canada 


If persistent low income is highly 
concentrated among a few groups, 
then research focusing on the out- 
comes of these groups will be useful. 
Entering and exiting low income is 
not a simple matter of finding or los- 
ing jobs. Family formation patterns 
(divorce, separation, marriage, com- 
mon-law unions) often play a major 
role. And regarding employment 
outcomes, the underlying barriers to 
improved outcomes may vary tremen- 
dously among groups. These barriers 
and underlying causes of poor employ- 
ment outcomes are almost certainly 
very different for, say, recent immi- 
grants, than for single parents or 
persons with work disabilities. 


Based on SLID, Michael Hatfield and 
his colleagues at Human Resources 
Development Canada attempted to 
identify those groups that account for 
a disproportionate share of persistent 


TABLE 5 


Low-Income Dynamics Statistics Over a Six-Year Period 
During the 1990s? 


Canada Germany United United 


% % Kingdom States 


A. Leaving low income after one year 
38.4 46.6 41.1 36.4 


B. In low income after five years 
24.4 17.8 18.1 Shel 


C. Of the population in low income at least once 
24.1 195 2977 25.1 


D. Of the population in low income in all six years 
229 19 4.4 5.4 


Note: 
a. 1993 to 1998 (1990 to 1996 for the United States). 


Source: Corak et al. (2003), based on the Survey of Labour and Income Dynamics for Canada, the 
British Household Panel Survey, the German Socio-Economic Panel, and the Panel Survey of Income 
Dynamics in the United States. 


TABLE 6 


Percent of Low-Income Population Accounted for by Five 
Groups 


Percent of Low-Income Low Income 
Population in 2000 Measured Over 
16-64 % Five-Year 


% Basis (persistent) 
1996-2000 


% 


Members of at least 


one of the five groups 259 56.2 62.1 
By group: 

Lone parents Sy! 10.3 13.1 
Unattached 45-64 GS 19.0 16.6 
Recent immigrants (10 yrs) 55 11174 16.6 
Work — limiting disability 10.7 226 26.3 
Off-reserve Aboriginal people Si Sal ae 
Others not in the five groups 74.1 43.8 3729 


Source: Hatfield (2003), based on Survey of Labour and Income Dynamics. 
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TABLE 7 


Low-Income Rates Among Five Groups: All and Persistent 


Low Income 


% of Group in Low Income 


2000 Persistent over 1996-2000 
Lone parents 30.2 25.0 
Unattached 45-64 JA 31 
Recent immigrants (10 yrs) 22.8 24.2 
Work-limiting disabilities 22.8 255 
self-identified Aboriginal people (off-reserve) 17.4 177 
Others 6.4 4.2 


Source: Hatfield (2003), based on Survey of Labour and Income Dynamics. 


low income (Hatfield, 2003). They 
found that while accounting for only 
26% of the population, 62% of all per- 
sons in persistent low income over the 
1996-2000 period were in one of five 
groups (Table 6): lone-parents, unat- 
tached persons aged 45 to 64, recent 
immigrants (in Canada 10 years or 
less), persons with work-limiting dis- 
abilities, and Aboriginal people living 
off reserves.!! Persons with work-limit- 
ing disabilities constituted the single 
largest group (26%) of those persist- 
ently in low income over the period, 
followed by recent immigrants and 
unattached individuals aged 45 to 64. 


It would be incorrect to think that 

all persons in these five groups find 
themselves at the bottom of the 
income distribution for extended 
periods. Even among these groups, 

a minority is exposed to low income 
on a long-term (or even transient) 
basis (Table 7). Roughly a quarter to a 
third of the members of these groups 
found themselves in persistent low 
income over a five-year period. !2 
Though not in the majority, persistent 
low income in these populations is 


about eight times the average of 4.2% 
found in the rest of the population. 


There is a substantial debate regarding 
the extent to which the concentra- 
tion of persistent low income should 
translate into a strategy of targeting 
policies. Focusing policies on specific 
groups could, by definition, exclude 
many others who may be in exactly 
the same economic position, but 
who would not be eligible for pro- 
gram assistance. Furthermore, broad 
support for redistributive programs 
may become problematic when eligi- 
bility is determined in part by group 
membership rather than by some 
measure of need. Using the informa- 
tion on group concentration to deter- 
mine underlying causes of persistent 
low income, and developing policy 
strategies that are then made available 
to the entire population may be the 
most fruitful approach. 


Summary and Conclusion 


The standard conclusion of the 
research literature on Canadian 
incomes through the mid-1990s was 


that, despite some worrying develop- 
ments, Canada had largely avoided 
the sharp rise in income inequality 
evident in both the United States and 
the United Kingdom since the mid- 
1970s. The worrying developments 
included the declining earnings of 
younger adults (under 35), particularly 
males, the corresponding impact of 
this development on young families, 
and falling earnings among recent 
immigrants and less educated males. 
Changes in earnings combined with 
changing patterns of labour market 
participation and family structure pro- 
duced a rise in inequality in market 
incomes (earnings) among families. 
However, through to the mid-1990s, 
most if not all of this change was 
offset by rising income transfers. 


Recent evidence indicates this trend 
began changing in the 1990s. The 
gains associated with the economic 
expansion of the ’90s went mainly 
to higher-income families while the 
earnings of poorer families stagnated 
and social transfers fell. The result 
was a moderate increase in family 
income inequality. 


At any point in time, persistent low 
income is concentrated among five 
groups. When focusing on increases 
in low-income rates, the focus shifts 
squarely to recent immigrants. While 
low-income rates have been falling 
among most Canadian-born groups, 
rates have been rising rapidly among 
recent immigrants. This deterioration 
in family welfare is related to the 
declining earnings of recent immi- 
grants during the 1980s and 1990s 
despite their very high educational 
qualifications. 
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In contrast to these bad news stories, 
there are a few good news stories to 
report. The dramatic decline in low- 
income levels among Canadian seniors 
since the 1970s, a result of the matura- 
tion of legislative changes introduced 
in the 1960s, has been evident and 
well documented for some time. 

The recent and substantial decline in 
low-income rates among lone-parent 
families is less well understood. The 
decline appears to be the result of 
higher rates of labour force participa- 
tion among lone parents, possibly 
reflecting changes in the family bene- 
fit system aimed at breaking down 

the work disincentives built into tradi- 
tional social assistance schemes. Why 
this shift occurred and its future evolu- 
tion are topics deserving considerable 
attention. Other good news stories 
relate to the rising earnings of women 
(particularly the highly educated), 
older workers, and higher-income 
(and education level) families. 


In comparative terms, the mid-Atlantic 
metaphor - somewhere between the 
United States and Europe — has often 
been used to describe Canadian levels 
of income inequality, low income, 

and social spending. In the 1970s, the 
metaphor was somewhat misleading 
since Canadian levels of low income 
and inequality left Canada anchored 
in close proximity to the American 
shoreline. Indeed prior to the mid- 
1970s, low-income rates among 
children and seniors were higher in 
Canada than in the United States. 
Since then, the metaphor has become 
somewhat more accurate, not so much 
because Canada has moved closer to 
Europe, but because the United States, 
now joined by the United Kingdom, 
has moved further away from Europe. 
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Notes 


1 More precisely the business cycle peaks 
were 1989 and 2000, but census data are 
not available for 1989. 


2 This includes all earnings, investment 
income, income from government trans- 
fers, pension income, income from other 
sources, and deductions of income taxes 
paid. 


3 The actual top to bottom ratio in SLID 
in 2000 was 9.3. However, the move 
from the SCF data to SLID data in 1996 
resulted in the top to bottom ratio artifi- 
cially increasing by 0.6. Hence, to make 
the 2000 ratio comparable to the 1990 
ratio, we estimated that the 2000 ratio 
would have been 8.7 (9.3-0.6) had there 
been no change in data sources. 


4 That is, the income difference between 
the low-income cut-off and the average 
income among low-income families. 


5 Such comparisons only measure the 
direct effects of income transfers how- 
ever, and possible behavioural (i.e., indi- 
rect) responses are not considered. For 
example, reductions in transfer benefits 
may be an incentive for people to seek 
employment, thus raising earnings levels. 


6 Corak et al. (2003) drew on longitudinal 
data to study income dynamics, and the 
Smeeding paper (2003) relied on cross- 
sectional data from the Luxembourg 
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Income Study, an organization dedicated 
to obtaining comparable income data 
for numerous western industrialized 
countries. 


fo maintain consistency with the low- 
income concept used in the comparative 
tables, figures are reported based on the 
LIM low-income cut-off (i.e., persons in 
families whose adjusted income is less 
than 50% of median income). Results 
based on the more usual LICO-based 


measures, however, tell an identical story. 


The low-income cut-off used in this 
analysis is the Statistics Canada after- 
tax/transfer LICO, but it is held constant 
(except for adjustments to account for 
changes in inflation) over this period. 
Hence, an increasing gap means average 
real family incomes were falling among 
low-income families. 
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9 The low-income rate among recent 
immigrants fell between 1995 and 2000 
from 47.0% to 35.8%, but this was pri- 
marily associated with the significant 
improvement in economic conditions 
that caused the low-income rate for all 
groups to decline. Abstracting from busi- 
ness cycle effects (rates rise in recessions 
and fall in recoveries), the low-income 
rate among recent immigrants has been 
increasing. 


10 As in other cross-national comparisons, 
the low-income cut-off is one half the 
median income. 


11 The data were not available to include 
Aboriginal people living on reserves. 


12 Excluding self-reported Aboriginal people 
living off reserves, where the proportion 
tends to be lower. If the population on 
reserves were included, this proportion 
would certainly be higher. 


The Face of Low Income 
In Canada’s Metropolitan 
Areas 


Across the nation, businesses, policy 
makers, and Canadians from all walks 
of life share a heightened interest in, 
and awareness of, the state of Canada’s 
metropolitan areas. They are concerned 
about renewing community life in 
urban centres. This means, among 
other things, addressing poverty, pro- 
viding new opportunities to learn and 
work for all Canadians, including new 
immigrants and Aboriginal people, and 
enhancing the business climate. 


Recently, Statistics Canada released the 
first in a series of reports examining 
trends and conditions in Canada’s 
largest urban areas. Using census data, 
Low Income in Census Metropolitan Areas 
examines income and low income in 
Canada’s 27 urban centres between 
1980 and 2000. The report observes 
that, while the low-income rate did 
not rise in most of Canada's large 
urban centres between 1980 and 
2000, there was a dramatic change in 
the demographic make-up associated 
with a low income. 


For more information on this topic, 
please see the Statistics Canada report, 
Low Income in Census Metropolitan Areas: 
1980 to 2000, by Andrew Heisz and 
Logan McLeod. The full report is avail- 
able on-line at <www.statcan.ca> cata- 
logue number is 89-613-MIE, No. 001. 
Other reports in this series, covering 
demographics, immigration, housing, 
health, labour markets and industrial 
structure, work location and commuting 
mode, Aboriginal people, and culture, 
are now, or soon will be, available. 
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xperiencing low income over 

several years can mean exclusion 

from meaningful participation 
in community life, long-term mental 
and physical health risks, living in bad 
housing, and restricted opportunities 
for the children whose parents must 
cope with inadequate incomes on a 
persistent basis. 


As many of the findings in this article 
indicate, exclusion and persistent low 
income often reinforce one another.! 
Many of the factors associated with 
persistent low income reflect absent, 
disrupted, or ineffective social net- 
works, particularly those types of net- 
works that enable access to earnings 
from stable paid employment. 


This article focuses on five large groups 
among the non-elderly population 
that were highly vulnerable to persist- 
ent low income over the 1996 to 2001 
period. It begins by defining persistent 
low income and introducing the five 
high-risk groups. It then summarizes 
the main findings of recent published 
and unpublished research studies 

of these groups with the following 
questions in mind. 


e Why are members of the high- 
risk groups so disproportionately 


FIGURE 1 


vulnerable to persistent low 
income? 


e Why do most members of those 
groups avoid persistent low income 
while large minorities within each 
group experience it over several 
years ?2 


Persistent Low Income 
in the Context of Overall 
Low Income 


There are three dimensions of low 
income: incidence, depth, and dura- 
tion. The low-income rate is the 
percentage of a population experienc- 
ing low income in a specified period 
of time (e.g., one year). The depth of 
low income measures how far below 
the low-income threshold the income 
of a low-income household falls. The 
persistence of low income, the focus 
of this article, tells us what percentage 
of the population experiences low 
income over a period of years. 


In 1996, 14.7% of the total population 
under age 65 was considered to be in 
low income using Statistics Canada’s 
post-transfer, post-income tax low- 
income cut-offs. However, using the 
definition of persistent low income 
described in endnote one, 8.0% of 


Percentage of Population 0-59 in 1996 Experiencing 
Persistent Low Income between 1996 and 2001 
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FIGURE 2 


Percentage of Persons Aged 0-64 in Low Income in 1996 - 
Group Membership Based on Main Income Recipient 
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the population aged 0-59 in 1996 
experienced low income persistently 
over the years from 1996 to 2001.3 


Some groups in the non-elderly popu- 
lation were far more vulnerable to low 
income both on an annual and on 

a persistent basis. As shown in Figure 
1, the five groups among the non-eld- 
erly population most vulnerable to 
persistent low income between 1996 
and 2001 were?: 


e unattached individuals aged 45-64; 

e persons with a work-limiting 
disability; 

¢ recent immigrants; 

e lone parents; and 

e Aboriginal people living off 
reserves. 


Persons in at least one of these five 
groups accounted for 23.8% of the 
total population aged 0-59 in 1996 
but for 67.6% of those experiencing 
persistent low income over the next 
SiX years. 


Over this period, members of these 
groups were 4.6 to 8.6 times more 
likely to experience long-term low 
income than the rest of those aged 
0-59 in 1996. 


As Figure 2 shows, these five groups 
also had very high annual rates of low 
income in 1996, but those rates were 
only 3.7 to 5.4 times those of the rest 
of the non-elderly population, and 
they accounted for only 57.6% of the 
total non-elderly low-income popula- 
tion. Thus, persistent low income was 
more concentrated among the five 
groups than annual low income. 


A few paragraphs are now in order to 
explain why the high-risk groups are 
defined as they are. 


Statistics Canada does not estimate 
low-income cut-offs for reserves, and 
their Survey of Labour and Income 
Dynamics, the source of income 

data for this article, does not survey 
Aboriginal people living on reserves. 
Thus, it is not possible to make a 
meaningful estimate of persistent 

low income for all Aboriginal people 
or for Aboriginal people living on 
reserves. Those Aboriginal people 
living on reserves almost certainly 
have a higher incidence of persistent 
low income than self-identified Abo- 
riginal people living off reserves. 
According to 2001 Census data, Regis- 
tered Indians living on reserves had 
median individual incomes 20% lower 
than those living off reserves. 


Persons over age 65 are also not on 
this list of those most susceptible to 
persistent low income. The annual 
low-income rate for the elderly group 
as a whole in 2002, the latest year 
for which data are available, was rela- 
tively low (6.9%, as opposed to 9.7% 
for persons aged 18-64 and 10.2% for 
children under age 18).5 Even the 
worst-off sub-group, elderly unattached 
persons, had a 1996 low-income rate 
13.9 percentage points lower than 
for unattached persons aged 45-64 
(24.0%). 


Other groups one might have 
expected to find on such a list include 
young people, women, persons who 
have not graduated from high school, 
and persons belonging to a visible 
minority group. 


One category of youth — full-time, 
post-secondary students — experiences 
disproportionate rates of persistent 
low income. However, these youths 
are not considered a high-risk group in 
this article. Full-time, post-secondary 
students are not likely to continue to 
experience long-term low income once 
they complete their studies. Moreover, 
there is good reason to believe their 
incidence of low income while full- 
time students is inflated by the fact 
that two of their main sources of 
income — student loans and gifts 

from their parents — are not counted 
as income in the SLID. While youths 
who have completed their education 
may have high rates of low income in 
any given year, the vast majority expe- 
rience steady growth in their earnings 
and soon escape from low income. 


The other groups either did not experi- 
ence a disproportionate rate of persist- 

ent low income over the 1996 to 2001 

period or experienced it, because they 

also belong to one of the high-risk 
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groups already identified. For example, 
persons who have not graduated 

from high school have high rates of 
persistent low income. But the less 
well-educated among the non-elderly 
who do not belong to a high-risk 
group do not have excessively high 
rates of persistent low income.® 


The 30% of visible minority Canadians 
who were born in Canada do not 
experience disproportionately high 
rates of persistent low income. How- 
ever, those who are recent immigrants 
(33.7% of all visible minority Cana- 
dians in 2001) are much more likely 
than other recent immigrants to do 
so.’ This article thus considers them 
as a sub-group of recent immigrants, 
rather than as visible minorities. 


Recent Studies of the High- 
Risk Groups and Key Findings 


While many important studies of 
members of the high-risk groups have 
been published and are available to 
the public, others remain unpublished. 
One purpose of this article is to bring 
key findings of both sets of studies to a 
wider audience. 


Two important recently published 
studies of these groups are by analysts 
at Statistics Canada: The Rise in Low- 
Income Rates Among Immigrants in 
Canada by Garnett Picot and Feng 
Hou (June, 2003), and “Groups at 
High Risk of Being in Low Income” 

in Low Income in Census Metropolitan 
Areas, 1980-2000 by Andrew Heisz and 
Logan McLeod (April, 2004). A third 
study, Economic Performance of Off- 
Reserve Aboriginal Canadians: A Study of 
Groups at Risk of Social Exclusion, 
authored by Dominque Fleury of the 
Social Policy Research Group in Social 
Development Canada, was published 


in 2002 in the Applied Research 
Branch working paper series. 


Challenging Some Myths About the 
Rise in Low Income Among Recent 
Immigrants 


The Picot-Hou paper uses census 

data to document a secular rise in 
low-income rates among recent immi- 
grants between 1980 and 2000 and 
1990 and 2000.8 All three years were 
at or near peaks in the business cycle. 


members of the economic immigrant 
class, the group that traditionally has 
had the best labour market outcomes. 


A sharp decline in low-income rates 
among almost all recent immigrant 
sub-groups was registered during the 
economic recovery between 1995 and 
2000, but this only partly offset the 
sharp rise in low-income rates for all 
categories of recent immigrants 
between 1990 and 1995. 


Exclusion and persistent low income often reinforce one another. 


Many of the factors associated with persistent low income reflect 


absent, disrupted, or ineffective social networks. 


It had been commonly believed that 
this trend resulted from changes in 
the source countries, official language 
skills, and suitability for the Canadian 
labour market of more recent immi- 
grant cohorts. But Picot and Hou 
found that the increase was only par- 
tially explained by such factors. Most 
of it resulted from a rise in low-income 
rates among recent immigrants from 
all age groups, family types, language 
groups, education levels, and most 
source regions. 


Two possible explanations require 
further research. The first is that a 
progressively lower value has been 
placed on the work experience abroad 
of highly educated immigrants by 
Canadian employers. The second is 
that the large numbers of highly 
educated Canadian-born women who 
entered the paid labour market after 
1980 may have reduced the employer 
demand for recent immigrants. Picot 
and Hou point out that the education 
levels of recent immigrants rose rap- 
idly in the 1990s, and that they were 
increasingly likely to enter Canada as 


Trends Are Diverging for Immigrants 
and Lone Parents in Large Urban 
Centres 


The Heisz-McLeod paper confirmed 
that the low-income rate among 
recent immigrants in Canada’s 27 cen- 
sus metropolitan areas (CMAs consist 
of the largest cities and their suburbs) 
rose from 23.1% in 1980 to 35.0% in 
2000, while it fell for all other resi- 
dents of these areas from 18.0% to 
16.0%.? The low-income rate among 
persons in lone-parent families living 
in Canada’s large urban centres moved 
in the opposite direction falling from 
54.2% in 1980 to 46.6% in 2000. 


Steady Paid Employment the Key 
Factor for Off-Reserve Aboriginal 

People in Avoiding Persistent Low 
Income 


The Fleury study examined why 
Aboriginal people living off reserves, 
of all the high-risk groups, had the 
lowest rate of annual and persistent 
low income. Using data from the first 
longitudinal panel (1993-1998) of 
the Survey of Labour and Income 
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TABLE 1 


Factors Associated with Low Income 


High-Risk Group 


Lone parents 


Persons with Work-limiting disabilities 


Unattached 45-64 


Recent immigrants 


Aboriginal people living off reserve 


Comparison 


All persons 16-64 


1998 1998 1998 
Low-Income Low-Income Low-Income 
Rate — No Rate — Any Rate — All 

Paid Work Paid Work* Persons 16-64 
% % % 
79 22 36 
Not Available Not Available 27 
70 2 38 
49 16 28 
43 15 23 
Not Available Not Available 12 


* Any paid work means at least one hour of paid work in the year. 
Source: Kapsalis and Tourigny, 2002, 2003a, 2003b, 2004a, 2004b. 


Dynamics, she investigated four 
potential explanations for this out- 
come. Three of these explanations — 
higher educational levels, higher exit 
rates from their high-risk group, and 
membership in only one high-risk 
group — had to be rejected because 
Aboriginal people living off reserves 
did no better or worse than the other 
high-risk groups in these areas. 


However, Fleury found that off-reserve 
Aboriginal people were more likely 
than all other high-risk groups to have 
stable paid employment. This single 
advantage explained their lower 
incidence of persistent low income. 


The main sources for the following 
analysis are a series of detailed studies 
on each of the high-risk groups 

using regression analysis done by 
Constantine Kapsalis and Pierre 
Tourigny under contract to the 
Income Security and Labour Market 
Studies group of the Applied Research 
Branch at Human Resources Develop- 
ment Canada.!0 


Avoiding Persistent Low 
Income 


a) Have Steady Attachment to Paid 
Work 


Not surprisingly, as Table 1 illustrates, 
Kapsalis and Tourigny confirmed 
Fleury’s finding that the most impor- 
tant factor associated with avoiding 
low income for members of all the 
high-risk groups was attachment to 
paid work. 


With the exception of lone parents, 
the low-income rate for persons in the 
high-risk groups examined by Kapsalis 
and Tourigny who had any paid work 
in 1998 was similar to that for all per- 
sons. Even among lone parents, the 
low-income rate for those who had at 
least 750 hours or more of paid work 
during the year was only 15%. 


Low hourly wages for the primary 
adult earner in a household are also 
a significant factor in explaining the 
low income of many households. 
Nevertheless, Kapsalis and Tourigny 


demonstrated that for the lone-parent 
group, low or no annual hours of paid 
work are the predominant explanation 
for high annual low-income rates. Low 
hourly wages and low annual hours 

of paid work are also correlated. Most 
low-paying jobs are precarious, part- 
time, temporary, or part-year. Overall, 
members of the high-risk groups with 
a steady attachment to paid work were 
no more likely to experience persistent 
low income than other Canadians. 


This naturally leads to investigation of 
other factors correlated with persistent 
low income that might be connected 
to the lack of steady paid employment 
among significant minorities of each 
high-risk group. These are examined 
later in the article. 


b) Exit from the High-Risk Group 


Another important way of reducing 
the odds of experiencing persistent 
low income is to leave one’s high-risk 
group. As Table 2 illustrates, members 
of some high-risk groups between 
1996 and 2001 were more likely to 
be able to do this than were others. 


c) Draw on a Spouse for Support 


Having at least two potential adult 
earners in a family is clearly an 
advantage in avoiding persistent 
low income. By definition, this is 
not possible for lone parents and 
the unattached aged 45-64. Having 
a second potential adult earner is 
particularly important for persons 
with work-limiting disabilities. On a 
cross-sectional basis in 1998, persons 
with a work-limiting disability had a 
low-income rate of 8% if they were 
not the main income recipient in 
their family and 43% if they were. 


Adults aged 16-64 without a work- 
limiting disability had a low-income 
rate of 10%. Among Aboriginal people 
living off reserves, those who were 
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unattached or lone parents had a 
predicted probability of being in low 
income in 1998 of over 60% compared 
to a probability of 24% for all persons 
in that group.!2 


Other family status characteristics 
associated with limited or disrupted 
family networks were also associated 
with persistent low income for groups 
not living with a spouse. Among lone 
parents, those with a dependent child 
under age five or who were not a part- 
ner in a marriage or a common-law 
union at the time of the birth of their 
first child were much more likely 

(4.4 times and 2.2 times respectively) 
to experience persistent low income 
than other lone parents. Among the 
unattached aged 45-59, those who had 
been in a union in the past were 28% 
more likely to experience low income 
than those who had never married or 
been in a common-law union. 


d) Belong to Only One High-Risk 
Group 


As would be expected, persons who 
belong to more than one high-risk 
group are extremely vulnerable to 
annual and persistent low income. 
Among off-reserve Aboriginal people 
in 1998, for example, the predicted 
incidence of low income (holding all 
other factors constant) was 56% if the 
person had a work-limiting disability 
and 60% if a lone mother. For all 
Aboriginal people living off reserves, 
the predicted incidence was only 24%. 
Similarly, among unattached individu- 
als aged 45-59 in 1993, the incidence 
of persistent low income was 66% for 
those who also had a work-limiting 
disability in that year, but only 23% 
for those who did not. 


e) Graduate from High School 


Within all high-risk groups (except for 
Aboriginal people living off reserves), 


TABLE 2 


Percentage of 1996 Population in Same High-Risk Group 


All Years 1996-2001 
High-Risk Group 
Aboriginal people living off-reserve 
Unattached 45-64 
Recent immigrants 
Lone parents 


Persons with work-limiting disabilities 


Source: Survey of Labour and Income Dynamics Main File. 


not graduating from high school was 
a very important variable identified 
by regression analysis as being corre- 
lated with persistent low income over 
the 1993-1998 period.!3 (This finding 
is consistent with what we know 
about the growth in demand for 
high-skilled workers.) 


f) Live in a Region with a High 
Employment Rate 
Living in an economic region with a 
lower than average employment rate 
was a significant variable associated 
with persistent low income among 
lone parents and recent immigrants, 
but not for the other groups. 


Factors Important for Specific 
High-Risk Groups 

Several significant factors associated 
with persistent and annual low income 
were unique to individual groups. 
Being an older unattached person 

(55 and over as opposed to 45-54) was 
a significant variable associated with 
persistent low income within the older 
unattached group. Being a member of 
a visible minority (particularly being of 
Arab origin) among recent immigrants 
and being a Registered Indian among 
the Aboriginal population living off 


reserves were also significant factors 
associated with being in low income 
in 1998 among those groups. 


Conclusions 


What insights do these findings 
provide in response to the two key 
questions posed at the beginning 
of this article? 


The answers appear to be strongly 
linked to factors that encompass 
absent, disrupted, or ineffective social 
networks. Those most vulnerable to 
persistent low income in Canada are 
those most likely to belong to a group 
whose circumstances have sharply 
reduced their potential for extensive 
social relationships. Being a member 
of a high-risk group, in itself, does this. 
But some persons within each group 
are more likely than others to have 
supports through which they can 
obtain access to stable earnings from 
the labour market. For example, as 
previously noted, being married or 

in a common-law union gives many 
persons with work-limiting disabilities 
access to earned income through their 
spouse. In one way or another and, 

in many cases, in several ways simul- 
taneously, the members of the five 
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TABLE 3 
Progress of High-Risk Groups 
High-Risk Group Incidence of Incidence of Incidence of Incidence of 
Market Low Market Low  Post-Income  Post-Income 
Income!> Income Tax Low Tax Low 
1996 2002 Income 1996 Income 2002 
% % % % 
Lone parents 59.6 48.6 45.8 31.4 
Unattached 46.1 35.1 17 290 
Recent immigrants 46.7 31.4 34.5 25.9 
People with a disability 52.0 36.7 34.2 21.4 
Aboriginal people living off 
reserve 43.6 29.4 31.8 1720 
Non-high risk 129 8.6 8.5 D2 


Source: SLID Main File. 


high-risk group in persistent low 
income lack such social support 
and networks. 


The factors statistically correlated 
with a disproportionate incidence of 
persistent low income within each 
group all relate to absent, disrupted, 
or ineffective social networks.!4 Per- 
sons who belong to multiple high-risk 
groups, persons with a disability who 
live alone, older unattached individu- 
als who were once in a union, lone 
parents who had their first child 
outside a union, those off-reserve 
Aboriginal people most likely to have 
grown up on a reserve, and recent 
immigrants who are members of a 
visible minority group and from coun- 
tries with cultures most distinct from 
that of Canada are the persons within 
the high-risk groups most likely to 
experience persistent low income. 
This is also the case for off-reserve 
Aboriginal people and recent immi- 
grants living in depressed local labour 


markets. Those within the high-risk 
groups who do not have such charac- 
teristics and have established and 
maintained family and community 
networks are much more likely to 
avoid low income on both an annual 
and persistent basis. 


A Final Note — How Each 
High-Risk Group Has Been 
Doing 

Persons in households where the main 
income recipient belongs to a high-risk 
group have benefited from the strong 
labour market conditions prevailing in 
Canada since 1996, experiencing sharp 
reductions in their annual low-income 
rates. However, these rates remain well 
above those for persons aged 0-64 in 
households where the main income 
recipient does not belong to one of 
the five groups. 


Among all groups, except for lone 
parents, the percentage point decline 
in the low-income rate based on 


market income is greater than the 
decline experienced once transfer pay- 
ments and the income tax system are 
taken into account. The impact of the 
introduction and enrichment of the 
National Child Benefit Supplement 
after 1996 is reflected in the larger per- 
centage point decline in post-income 
tax low income for lone parents over 
this period (14.4 percentage points) 
than in market-income-based low 
income (11.0 percentage points).16 


The percentage point gap in low- 
income rates between each of the 
high-risk groups and the non-high-risk 
group also declined over this period. 
We would expect to see such a trend 
during a period of tightening labour 
markets and strong economic growth. 
However, it must also be underlined 
that these groups suffer disproportion- 
ately during periods of recession and 
rising unemployment. 


A more important question and, 
unfortunately, one which data con- 
straints make much more difficult to 
answer is whether these groups have 
experienced structural improvement 
between the two most recent peaks in 
the business cycle between 1989 and 
2000. The picture is most clear, in 
opposite directions, for lone parents 
and recent immigrants. The former 
group’s incidence of low income fell 
from 39.0% to 29.5% over this period 
while the latter’s rose. Changes to the 
definitions of Aboriginal persons and 
persons with work-limiting disabilities 
over the period make it impossible to 
make valid comparisons for these 
groups. The incidence of low income 
among unattached persons under age 
65 changed little over the 1989 to 
2000 period. This probably also applies 
to those aged 45-64 within that group. 
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What has changed is the share of the 
population living in households where 
a member of one of these groups is 
the main income recipient. Of those 
persons under age 65 in households 
where the high-risk status of the main 
income recipient could be established, 
the share in households where the 
main income recipient was a member 
of a high-risk group increased from 
25.2% in 1996 to 29.0% in 2002. This 
indicates that these groups may be 
increasing in numbers faster than the 
rest of the population. Over the same 
period, their share of the low-income 
population whose high-risk status 
could be identified rose from 57.6% 
to 63.3%. 


Thus, the members of the high-risk 
groups and their dependants appear 
to be at the centre of the struggle 
against annual and persistent low 
income from both a demographic 
and a socio-economic perspective. 
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Notes 


1 In this article, a person is considered to 
experience persistent low income if the 
cumulative income of the economic fam- 
ily over the period 1993-1998 or 1996- 

2001 fell short of the cumulative amount 

of that family’s post-transfer, post-income 

tax low-income cut-offs for those periods 5 
as measured by Statistics Canada. 


This definition of persistent low income 
incorporates dimensions of incidence 
and depth of low income. 


An economic family is either an 6 
unattached individual living alone or 

with others to whom he or she is unre- 

lated, or a group of two or more persons 

who live in the same dwelling and are 

related to each other by blood, marriage, 
adoption, or a common-law union. 7 


2 In attempting to answer these questions, 
the article draws heavily on recent and 
largely unpublished studies on each of 
these groups prepared by Constantine 
Kapsalis and Pierre Tourigny for Human 
Resources Development Canada. Any 8 
conclusions drawn from these findings 
are those of the author and do not 
necessarily reflect the views of the 
authors of the studies cited or of the 9 
Government of Canada. 


3 Different age groups are cited in different 
parts of this article. The main group 
examined is the population under age 
65. However, to ensure all persons in this 
group remained under age 65 throughout 
the 1993-1998 and 1996-2001 periods, 
the sample for longitudinal analysis must 
be those aged 0-59 in the first year of 
the panel. In some cases, the article cites 
annual data from other authors who 
analyze only that part of the 0-64 
population aged 16-59 or 16-64. 


Persons are considered to be members of 
a group if the main income recipient in 
their economic family was a member of 
a group. In Figure 2, unattached indicates 
persons 45-59 who lived alone or with 
non-family members. Disabled indicates 
persons who, in 1996, had a long-term 
physical or mental condition that 
restricted the type and amount of work 
for pay they were capable of doing. 
Recent immigrants indicates persons 
who first came to live in Canada in the 
10 years prior to 1996. Lone parents were 
persons raising at least one child under 
age 18 in a residence in which no other 
parent was present. Aboriginal off-reserve 
indicates Canadians who self-identified as 
a member of an Aboriginal group (Regis- 
tered Indians, Inuit, Métis, or non-status 
Indians) and did not live on a reserve in 
1996. Non-high risk designates all other 
persons aged 0-59 in 1996 who did not 
live in a household where a member of 
one of the five groups described above 
was the main income recipient. 


The lower low-income rate among the 
elderly as compared to other age groups 
in part reflects the generosity and effec- 
tive targeting of Canada’s public pension 
programs. 


Similarly, among lone parents, female 
lone parents have higher rates of annual 
and persistent low income than males. 
But male lone parents are also dispropor- 
tionately vulnerable to persistent low 
income. 


At the time of the 2001 Census, 73.4% 
of recent immigrants (those coming to 
Canada after 1991) were members of a 
visible minority group. Only 13.4% of 
all Canadians were members of a visible 
minority group. 


In their study, low-income rates are calcu- 
lated using Statistics Canada’s pre-income 
tax low-income cut-offs or LICOs. 


Over 90% of Canada’s recent immigrants 
reside in a CMA. Heisz and McLeod also 
use the pre-income tax LICOs. 


10 These studies were done between 


November 2002 and May 2004 and 
were based on cross-sectional data from 
Statistics Canada’s Survey of Labour and 
Income Dynamics (SLID) for 1998, and 
from the 1993-1998 longitudinal panel 
of that survey. 
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Note that only one in five persons aged 
16-64 with a work-limiting disability in 
1996 remained in that state for every 
year between 1996 and 2001. 


The sample of Aboriginal people living 
off-reserve in the SLID was too small to 
do a proper regression analysis of the 
factors associated with persistent low 
income within this group. 


Having less than a high school education 
is an important determinant of having a 
work-limiting disability. Kapsalis and 
fourigny found that this is not because 
the onset of the disability reduced 
Opportunities to graduate from high 
school. Even considering only persons 
who became disabled at age 30 or later, 
persons with less than a high school 
diploma were more than twice as likely 
to become disabled as the rest of the 
population. Two plausible explanations 
are that the percentage of persons with a 
healthy lifestyle increases with the level 
of education, and persons who have not 
graduated from high school are more 
likely to have to earn their living doing 
hazardous work. 
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14 Note that low levels of education are not 
a significant factor correlated with low 
income for Aboriginal people living off 
reserves. These individuals speak at least 
one Official language fluently and have 
lived all their lives in Canada. They have 
social connections through their families 
and are not geographically isolated from 
healthy local labour markets. In at least 
one of these respects they have more 
extensive and useful social networks than 
members of each of the other disadvan- 
taged groups. These factors appear to off- 
set lower levels of educational attainment 
in finding and maintaining stable paid 
employment. 


15 Market low income is calculated based 
on an economic family’s income from 
earnings and sources of income other 
than government transfer payments. 


16 Note that these numbers are based on 
Statistics Canada’s post-income tax LICOs 
and thus are not comparable to the statis- 
tics based on pre-income tax low-income 
cut-offs cited in the studies by Picot and 


Hou, and Heisz and McLeod. 


SV 


Combating Exclusion 
by Enhancing Financial 
Capability 


Individuals with a good knowledge of 
economic and financial basics can make 
more informed decisions — to their ben- 
efit and to the benefit of the entire 
economy. Not only can they manage 
their personal affairs and their house- 
holds better, they can be more effective 
and productive members of society. 
They can also be better citizens, capable 
of making reasonable judgments on 
public policy issues that have a bearing 
on their personal prospects and those of 
the nation (David Dodge, Governor of 
the Bank of Canada, 2003). 


Ample evidence suggests that low finan- 
cial capability (or financial literacy) is 
widespread. As yet, however, there is no 
comprehensive public policy framework 
in Canada for enhancing financial capa- 
bility — even though there are many 
reasons for making such a framework 

a priority. A complete discussion of 
financial literacy and financial capability, 
including a review and evaluation of 
activities to enhance these attributes in 
the United Kingdom, the United States, 
and Canada, can be found in the dis- 
cussion paper, Financial Capability and 
Poverty (2004), prepared for the PRI 

by Social and Enterprise Development 
Innovations (SEDI). 


The paper is available on the PRI web 
site at <www.policyresearch.gc.ca>. 
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ousing influences many facets 
of the lives of Canadians. It 
provides a foundation for 


obtaining employment, for raising 
children, and for building relation- 
ships with neighbours and the broader 
community. Dwelling units that are 
well maintained and suited to the 
needs of occupants contribute to 
general health, well-being, and social 
interaction. Housing that is affordable 
leaves households with sufficient 
financial resources to participate fully 
in the community at large. House- 
holds unable to access good housing 
are potentially at a disadvantage from 
a variety of perspectives. 


Canada Mortgage and Housing 
Corporation (CMHC) defines accept- 
able housing as housing that is ade- 
quate in condition, suitable in size, 
and affordable. 


e Adequate dwelling units are those 
reported by their occupants as not 
requiring major repairs.! 


e Suitable dwelling units have enough 
bedrooms for the size and make-up 
of resident households, according 
to National Occupancy Standard 
requirements. 


+ Affordable dwelling units cost less 
than 30% of before-tax household 
income. 


When households live in housing that 
is below one or more of the adequacy, 
suitability, or affordability standards, 
and have incomes that are too low to 
allow them to rent alternative local 
market dwellings that meet acceptable 
standards for less than 30% of their 
before-tax income, CMHC considers 
them to be in core housing need. 

By definition, these households are 
excluded from acceptable housing and 
from the benefits such housing confers. 


This article draws on data derived from 
the 2001 Census to explore the nature 
of the difficulties faced by Canadians in 
core housing need.? It links exclusion 
from acceptable housing to factors, 
such as low incomes and weak labour 
force ties. It also identifies groups most 
at risk of falling into core housing 
need and describes the characteristics 
of neighbourhoods in which core 
housing need is prevalent. The notion 
of exclusion underlies all these pieces — 
exclusion from acceptable housing, 
from neighbourhoods, and more 
generally from full participation in 

the economy and society at large. 


Core Housing Need, Labour 
Force Ties, and Income from 
Government 


Unlike everyday purchases of food, 
clothing, and other basic goods, 
accessing housing generally requires 
households to make long-term finan- 
cial commitments. To enter into such 
commitments, all households, other 
than those with assets they can draw 
down, require a minimum stable 
monthly income. Households experi- 
encing prolonged or repeated bouts 
of unemployment can be expected 
to pay high fractions of what income 
they do have on shelter. 


There is, in fact, a strong association 
between core housing need and 
labour force ties. Households with 
weak ties to the labour force have 
lower incomes, are more likely to rent, 
and are much more likely to be in core 
housing need than other households.S 
In 2001, 15.8% of households in 
Canada were in core need. By contrast, 
45.6% of working-age renter house- 
holds whose maintainers had weak 
ties to the labour force were in core 
housing need (see Table 1).6 These 
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TABLE 1 


Household Income and Core Housing Need, Canada, 2001! 


Owners Renters 


Not in Housing Need In Housing Need Not in Housing Need In Housing Need 


# % # % # % a % 
A) Working-age2 households 
All households > 150330 92.4 420,760 7.6 2,105,100 72,9 797,380 275 
Average income $84,090 $22,812 $50,893 $16,835 
Average STIR3 15.9% 48.9% 18.9% 49.0% 
Households with weak 
labour force ties4 11767745 85.8 195,580 14.2 568,225 54.4 476,725 45.6 
Average income $68,980 $18,720 $40,550 $14,432 
Average STIR? 15.2% 48.2% 21.2% 51.0% 
B) Senior households 
All households 1,456,830 87.8 201750 1222 383 710 57.0 289,755 43.0 
Average income $50,555 $18,866 $35,014 $16,371 
Average STIR3 13.2% 39.8% 22.6% 44.7% 
Major source of income 
Gov't income 698,620 79.5 180,630 205 233,645 46.4 270,380 53.6 
Non-gov't income 758,205 97.3 21,120 27 150,075 88.6 19,380 11.4 


Notes: 


1 Data exclude farm, band, and reserve households; households with incomes of zero or less; and households whose shelter costs equal or exceed their 
incomes. 


2 Working-age households are those with primary maintainers aged 15 to 64. 
Shelter-cost-to-income ratio = shelter costs/before-tax household income. 


4 Households with weak labour force ties are those with primary maintainers who are either not in the labour force or in the labour force but 
unemployed or employed part-time. 


Source: CMHC (census-based housing indicators and data). 


households spent more than half of government are much less likely to 


fall into housing need than those 


Households at High Risk of 


their very low incomes on shelter. Exclusion from Acceptable 


Working-age households accounted for 
seven out of ten households in core 
housing need in 2001. The remaining 
three in ten households in core need 
comprised those maintained by sen- 
iors. Senior households whose major 
source of income is independent from 


dependent on government for the 
bulk of their income. Over half of 
senior renter households whose major 
source of income was government 
lived in housing need in 2001 com- 
pared to just 11.4% of those whose 
incomes were derived primarily from 
other sources (see Table 1). 


Housing 


A number of specific groups of 
Canadian households are at high 

risk of falling into core housing need. 
They include: 


¢ Aboriginal households,’ especially 
renters; 
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TABLE 2 


Core Housing Need by Household Type, Canada, 2001! 


All Households Households in Core Housing Need 


Household type 


All households 


Aboriginal households 
Owners 
Renters 
Non-Aboriginal households 
Renters 
Seniors living alone 
Non-seniors living alone 
Lone-parent households 
Recent immigrant households? 
Owners 


Renters 


Notes: 


Number 

in Need 

# # 
10,805,615 1,709,650 
297285 73,850 
148,170 17,510 
149,115 56,335 
10,508,330 1,635,800 
3,426,835 1,030,800 
456,335 243,385 
1,003,495 326,785 
483,200 204,320 
22505 75025 
72,385 16,660 
1922675 58,360 


In Need Average Average 
Income STIR2 
(%) ($) (%) 
13:8 18,467 47.1 
24.8 177112 45.5 
NES 2518 41.6 
37.8 16,530 46.7 
15.6 18,501 47.2 
201 16,721 47.9 
53 1519 45.4 
32.6 13572 5110 
42.3 17819 47.9 
232 21,503 Sit 
23.0 27,868 54.1 
38.2 19,686 502 


1 Data exclude farm, band, and reserve households; households with incomes of zero or less; and households whose shelter costs equal or exceed their 


incomes. 


Shelter-cost-to-income ratio = shelter costs/before-tax household income. 


Recent immigrant households are households whose primary maintainers became landed immigrants during the period from 1996 through May 15, 


2001 (the date of the 2001 Census of Canada). 


Source: CMHC (census-based housing indicators and data). 


e three groups of non-Aboriginal 
renters (recent immigrant house- 
holds,’ people living alone, and 
lone-parent households). 


Aboriginal households fall into 
housing need 1.6 times more often 
than non-Aboriginal households (see 
Table 2) and, when in housing need, 
are about 2.5 times more likely than 
non-Aboriginal households to live in 
dwellings that are crowded or in need 
of major repairs. They have lower 


PoLicy RESEARCH INITIATIVE 


HORIZONS VoLuME 7 NUMBER 2 


incomes than non-Aboriginal house- 
holds and are 1.4 times more likely 
to have weak labour force ties. In 
2001, almost half of Aboriginal 
households and consequently almost 
half of those in need (around 35,000 
households) resided in Canada’s cen- 
sus metropolitan areas (CMAs). In 
these centres, the percentage of Abo- 
riginal renters in core need was high- 
est in Regina (45.5%), followed by 
three other western CMAs: Saskatoon 


(44.5%), Vancouver (42.3%), and 
Winnipeg (40.1%). 


Recent immigrants — the first of the 
three groups of non-Aboriginal renters 
that experience high rates of housing 
need — usually attempt to find housing 
in Canada’s biggest cities. Most immi- 
grants settle in large urban centres 


where there are established immigrant 


communities and opportunities for 
employment.? In 2001, over 90% of 


29 


30 


Canada’s 225,000 recent immigrant 
households lived in CMAs — more 
than 70% in Toronto, Vancouver, and 
Montréal alone. In Toronto, 43.5% of 
recent immigrant renter households 
were in housing need. The percentages 
of recent immigrant renters in need in 
Vancouver and Montréal were 39.2% 
and 33.3%, respectively. In Canada as 
a whole, 38.2% of recent immigrant 
renters were in housing need. In 2001, 
these households spent half of their 
average before-tax incomes of just 
under $20,000 on shelter. Although 
finding affordable housing is clearly 
the biggest housing challenge for these 
households, recent immigrants, like 
Aboriginal people, are much more 
likely than other groups to be in need, 
because they live in housing that is 
crowded or in need of repair. 


Like recent immigrant renters, non- 
Aboriginal renters who live alone are 
particularly prone to being in housing 
need. Over half of seniors and about a 
third of non-seniors who lived alone 
and rented in 2001 were in core hous- 
ing need (see Table 2). Over four in 
ten renting lone-parent households 
also lived in housing need. Together, 
these three groups of non-Aboriginal 
renters in need totalled over three 
quarters of a million households in 
2001. Not only were a great many 

of these households in housing need, 
but many spent 50% or more of their 
before-tax income on shelter. In 2001, 
for example, 26.5% of lone-parent 
households maintained by 15 to 

24 year olds were in need and spend- 
ing 50% or more of their average 
incomes of just under $12,000 on 
shelter. Well over half of all working- 
age renters living alone and in housing 
need, and of working-age lone-parent 
renters in housing need, had weak 
ties to the labour force. Among senior 


FIGURE 1 


Children, by Household Income Bracket, Showing Those 
Living in Core Housing Need, Canada, 2001 
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Source: CMHC (census-based indicators and data). 


renters living alone and in housing 
need, more than 90% relied on 
government for the major part of 
their income. 


Children in Housing Need 


Most Canadian children live in two- 
parent families, less than one in ten 
of which are in core housing need. 
Still, in 2001 this placed 400,000 chil- 
dren of two-parent families in housing 
need. When four in ten children of 
lone parents living in housing need 
are added, the total number of Cana- 
dian children in housing need in 2001 
swells to over three quarters of a mil- 
lion. With almost one in three living 
in core housing need, Aboriginal 
children are, on average, 2.3 times as 
likely as non-Aboriginal children to 
live in housing need, a result of the 
lower incomes of Aboriginal house- 
holds (see Figure 1). 


The households to which children in 
housing need belonged in 2001 had 
average before-tax incomes of just 
under $22,000, of which they spent 
48% on shelter alone. Despite spend- 
ing almost half of their low incomes 
on shelter, 25.5% of these households 
lived in dwellings that were too small, 
subjecting their children, particularly 
Aboriginal children, to crowded condi- 
tions. Furthermore, 17.4% of these 
households and their children in need 
lived in dwellings in need of major 
repairs, again with Aboriginal children 
growing up in such dwellings more 
often than non-Aboriginal children. 


There is preliminary evidence that 
the quality of the housing and of 

the neighbourhoods in which these 
children will grow up could play an 
important role in their development. 
Research demonstrates a link between 


PoLicy RESEARCH INITIATIVE 


HORIZONS VOLUME 7 NUMBER 2 


TABLE 3 


Average! Characteristics: High-Need? Neighbourhoods and Other Neighbourhoods 
All Census Metropolitan Areas, 2001 


Characteristic All Census High-Need Other Census 
Tracts3 Census Tracts Tracts 
Households % of households in core need 16.2 53.2 14.3 
tested for core % crowded (below suitability standard) Fal 14.1 6.4 
housing need* % in need of major repair (below adequacy standard) 72 10.8 6.8 
Average STIRS 22.0 28.4 213 
% of households in core need that rent 57.0 84.4 539 
All households % of all households that rent 36.6 71.6 327 
Average monthly gross rent ($) 727 601 741 
Median household income ($) 53,509 28,570 56,294 
Unemployment rate (%) 6.9 eZ 6.3 
% of income from transfer payments es 20.6 10.8 
% Aboriginal people 1.8 29 1.6 
% recent immigrant 4.3 8.4 oh, 
% one-person households 25.4 40.2 23.8 
% lone-parent families i 26.9 16.0 
% of dwellings that are single-detached 50,7 1729 54.4 
Density - persons/km2 3,658 6,804 3,306 


Notes: 


1 Averages are simple, unweighted averages computed from summary data for each census tract. As such, averages represent values for a typical census 


tract in each group of tracts. 


“High-need” refers to the 10% of tracts in each CMA with the highest incidence of core housing need. 


Data exclude tracts for which Statistics Canada suppressed data to preserve confidentiality. 


4 Households tested for core housing need exclude farm, band, and reserve households; households with incomes of zero or less; and households 
whose shelter costs equal or exceed their incomes. 


5 Shelter-cost-to-income ratio = shelter costs/before-tax household income. 
Source: CMHC (census-based housing indicators and data) and Statistics Canada (Census of Canada - Community Profiles data (95F0495XCB01005)). 


behaviour problems in Canadian 
children and the physical condition of 
their housing and neighbourhoods.!° 
In addition, research has shown that 
Canadian children living in housing 
that is both crowded and in need of 
major repair score lower on various 
development measures, such as aca- 
demic performance and general health, 
than other children (CMHC, nd). 
Although preliminary, these studies 
support the contention that exclusion 
from acceptable housing deprives 
Canadians of important benefits. 


Neighbourhoods and Core 
Housing Need 


The concentration of core housing 
need among certain groups has paral- 
lels at the neighbourhood level. Neigh- 
bourhoods where core housing need is 
prevalent account for a disproportion- 
ate share of housing need in Canada’s 
major cities. In such high-need areas, 
the percentage of households in core 
housing need is typically more than 
double that in other neighbourhoods 
(see Table 3). The majority of these 


high-need districts are located in or 
near the centre of Canada’s 27 CMAs, 
although many CMAs also have 
pockets of core housing need in 
suburban areas.!! 


Neighbourhoods in which the inci- 
dence of core housing need is rela- 
tively high exhibit distinct physical, 
economic, and demographic character- 
istics. The central location of many of 
them translates into population densi- 
ties that are, on average, double those 
of other neighbourhoods. Elevated 
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densities, in turn, reflect a predomi- 
nance of multiple-unit rental housing 
in these areas. 


The extent of differences in the physi- 
cal make-up of high-need and other 
neighbourhoods is just one indication 
of how different they are. The resi- 
dents of these neighbourhoods are 
disproportionately drawn from demo- 


the typical high-need neighbourhood 
was nearly double that in other 
neighbourhoods, and the proportion 
of income derived from transfer 
payments was twice that of other 
neighbourhoods. 


Of course, such summary Statistics 
cannot possibly capture the multitude 
of qualities that characterize individual 


The central location of many neighbourhoods in which core 


housing need is high translates into population densities that 


are, on average, double those of other neighbourhoods. 


graphic groups at risk of falling into 
core housing need. Aboriginal people, 
recent immigrants, one-person house- 
holds, and lone-parent families are 

all far more common in the typical 
high-need neighbourhood than in 
other neighbourhoods. 


Reflecting the high incidence of core 
housing need in these areas, housing 
in high-need neighbourhoods is much 
more likely to be crowded or in need 
of major repair than housing in other 
parts of Canada’s CMAs. In 2001, one 
out of seven dwellings was crowded 
and one out of nine in need of major 
repair. In addition to the difficulties 
posed by unsuitable or inadequate 
housing, households in these neigh- 
bourhoods spent high proportions of 
their before-tax incomes to procure 
shelter — 28% on average compared 
to just 21% in other neighbourhoods. 


The high proportion of income spent 
on shelter reflects the limited incomes 
of households in these neighbour- 
hoods. In 2001, median household 
incomes were, On average, Only half 
those of other neighbourhoods. In the 
same year, the unemployment rate in 


neighbourhoods. They do however 
suggest that high-need neighbour- 
hoods are quite different from other 
neighbourhoods. As noted previously, 
research has linked differences in 
neighbourhood quality to variations 
in the incidence of behaviour prob- 
lems in children. Other research has 
reported a relationship between neigh- 
bourhood socio-economic status and 
health outcomes (Pickett and Pearl, 
2001). While this list is hardly compre- 
hensive and some of the research is 
preliminary, such findings suggest 

that the benefits that are lost to house- 
holds when they are excluded from 
acceptable housing (i.e., when they are 
in core housing need) are likely not 
limited solely to the services provided 
by housing itself but would also 
include advantages intrinsic to the 
kinds of neighbourhoods in which 
high concentrations of acceptable 
housing tend to be found. 
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Notes 


1 Census respondents rank the condition 
of their dwelling units with the aid of 
criteria provided in the census 
questionnaire. 


2 The National Occupancy Standard 
dictates that the maximum number of 
persons per bedroom should be two, with 
parents eligible for a bedroom separate 
from their children; members 18 years 
of age and older eligible for a separate 
bedroom unless married or cohabitating 
as spouses; and dependants aged five or 
more required to share a bedroom only 
with siblings of the same sex. 


3 For renters, shelter costs include rent and 
any payments for electricity, fuel, water, 
and other municipal services. For owners, 
shelter costs include mortgage payments 
(principal and interest), property taxes, 
and any condominium fees, along with 
payments for electricity, fuel, water, and 
other municipal services. 
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4 Further information on acceptable 
housing and on core housing need can 
be obtained from CMHC (2004). The 
series is available on the CMHC web site 
<www.cmhc.ca>. 


S Households with weak labour force ties 
are those with primary maintainers 
who are either out of the labour force, 
unemployed, or employed part time. The 
primary maintainer of a household is the 
first person in the household listed by 
census respondents as responsible for 
major household payments (e.g., rent 
or mortgage). 


6 Working-age households are those with 
primary maintainers aged from 15 to 64. 


7 Canada Mortgage and Housing Corpora- 
tion defines an Aboriginal household as 
any family household in which at least 
one spouse, common-law partner, or 
lone parent self-identified as Aboriginal, 
or at least 50% of household members 
self-identified as Aboriginal; or any non- 
family household in which at least 50% 
of the household members self-identified 
as Aboriginal. 


8 Canada Mortgage and Housing Corpo- 
ration defines recent immigrant house- 
holds as households whose primary 
maintainers became landed immigrants 
during the period from 1996 through 
May 15, 2001 (the date of the 2001 
Census of Canada). 


9 The Longitudinal Survey of Immigrants 
to Canada found that the presence of 
family and friends was the most impor- 
tant reason recent immigrants chose to 
settle in a given census metropolitan 
area. Job prospects were the second most 
important reason. See Statistics Canada 
(2003: 13-15). 


10 Canada Mortgage and Housing Corpo- 
ration (2003). The study assessed the 
behaviour, and the housing and neigh- 
bourhood quality of a sample of children 
in Victoria and in Québec City. 


11 In this paper, “high-need” neighbour- 
hoods comprise the 10% of census tracts 
in each CMA with the highest proportion 
of households in core housing need. For 
a more detailed account of the distribu- 
tion of core housing need within CMAs, 
see Chapter 6 of Engeland and Lewis 
(2004). 
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Housing Research: 
Policy and Practice in 
the Context of Poverty 
and Exclusion 


We have begun to consider resources 
and situations over the life course that 
contribute to a persistent lack of income 
or undermine the ability of those living 
in poverty to participate in the main- 
stream economy and society. Housing, 
as a fundamental component of physi- 
cal capital, plays a unique role within 
this model of poverty and exclusion. 

As a place that should offer a sense of 
physical security, as well as physical and 
mental stability, housing can provide an 
individual with the constancy required 
to establish and nurture key assets and 
relationships that are vital in avoiding 
marginalization. 


As a result of these special characteris- 
tics, housing issues have been identified 
as being inextricably linked to notions 
of poverty, both as a determinant and 
an outcome, requiring specific consid- 
eration within the PRI project, New 
Approaches for Addressing Poverty and 
Exclusion. To explore the dimensions 
of this relationship, the PRI, in 
partnership with the Social Sciences 
and Humanities Research Council of 
Canada, held a roundtable event to 
engage experts on the relationships 
that exist between housing issues, 
poverty, and exclusion. To capture 

and disseminate the key points of these 
discussions, the PRI is preparing a the- 
matic primer based upon the presenta- 
tions and contributions made during 
this roundtable. This paper will be avail- 
able in the near future. 


For more information on the work 
of the PRI on housing issues as they 
pertain to poverty and exclusion 
challenges, please contact Jeff Frank, 
Project Director, at 613 947.3905 
or at j.frank@prs-srp.gc.ca. 
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contemporary view of policy 

development posits that legal 

policy perspectives should 
function as policy drivers rather than 
as policy outcomes (Eliadis, 2004). 
In Canada, this is not generally done, 
because the norms that underpin hori- 
zontal policy initiatives are frequently 
implicit. Many of these norms were, 
however, set in a different era and 
are being overtaken by domestic and 
international law. That is, the legal 
policy approach to norms shifts over 
time, and thus needs to be part of an 
ongoing process of analysis and front- 
loading into government policy mak- 
ing at the centre. This article adopts 
this approach and applies it to policy 
issues related to poverty and exclusion. 


In early 2002, the Quebec government 
introduced Bill 112, An act to combat 
poverty and social exclusion.” Bill 112 
was the result of eight years of social 
activism following the Bread and Roses 
protest march of the Quebec Federa- 
tion of Women in 1995, and it brings 
together several anti-poverty initia- 
tives in a single integrated legislative 
framework. 


No federal or provincial jurisdiction 
in Canada has ever targeted poverty 
directly or comprehensively in legisla- 
tion. Rather, the traditional approach 
has been to use distinct initiatives 
aimed at the component parts of 
poverty — temporary low income, 
lack of housing, and job skills — to 
raise income at a point in time. Bill 
112 sparked an inquiry into Canada’s 
approach to poverty and gave rise to 
the research project that is the source 
of this article. A joint initiative of 

the Policy Research Initiative and 
Justice Canada (Quebec Regional 
Office), the project investigated the 
following questions. 


+ Does it matter that poverty is 
addressed in a more integrated way? 


e Are rights relevant to poverty- 
oriented policy? 

e Is there a policy-relevant link 
between exclusion and poverty? 


What does legal policy offer to the 
equation? 


The first part of this article addresses 
these questions through guidance 
from the courts and international 

law as a support for policy makers. 
The second part offers practical sug- 
gestions for designing policy from the 
poverty-exclusion nexus. This includes 
recommendations for policy makers to 
integrate legal policy more explicitly 
in the policy development process, 
and to ensure policy development in 
this priority area is responsive to, and 
informed by, the needs of persons 
living in poverty. 


A Shifting Landscape 


Poverty is generally described in 
terms of its primary feature, namely 
inadequate income. However, aca- 
demics and other professionals, both 
in Canada and abroad, are recasting 
poverty in terms of capabilities and 
power as much as income or financial 
resources. 


Bill 112 defines poverty as follows. 


2. [Definition]: For the purposes 

of this Act, “poverty” means the 
condition of a human being who 
is deprived of the resources, means, 
choices and power necessary to 
acquire and maintain economic 
self-sufficiency and favour active 
inclusion in Quebec society. 


The United Nations and its agencies 
approach poverty from a more inte- 
grative perspective, expressed in 
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terms of social features as well as 
in economic terms. 


[A] human condition characterized 
by the sustained or chronic depriva- 
tion of the resources, capabilities, 
choices, security and power necessary 
for the enjoyment of an adequate 
standard of living and other civil, 
cultural, economic, political and 
social rights (UNOHCR, 2003, 
emphasis added). 


Fundamental changes are occurring 
to the definition of poverty itself. It 
is increasingly understood that it is 
closely bound up with exclusion, and 
these social aspects are fundamental 
to understanding both the concept 
and its real-life impacts on people. 

A more integrated approach also 
subsumes many other indicators — 
illiteracy, increased ill health, gender 
inequality, environmental degrada- 
tion, and racialized impacts — all of 
which can be aspects of being poor. 


Benchmarking Canada’s 
Policy 


How does Canada’s policy framework 
on poverty and exclusion fare when 
assessed against the evolving concep- 
tual basis of poverty discussed in the 
preceding section? 


The first observation is that there is 
no federal-level, comprehensive policy 
framework to address poverty and 
exclusion. Instead, the goals are 
typically seen as raising people above 
a low-income cut-off line to address 
needs at times when people are with- 
out sufficient earnings. In terms of 
actual results, these policies and 
programs, operating through various 
levels of government, have been 
largely successful, and form a strong 
social safety net. That said, there are 
concerns for the future. 


When the Canada Health and Social 
Transfer (CHST)3 was introduced 

in 1996, the federal government’s 
contributions decreased and were 
substantially lower than they would 
have been under the previous system. 
These reductions were passed on to 
the provinces and then to citizens 


associated rights that, when combined 
with a test of membership and 
exclusion from Canadian society, can 
make some claims justiciable before 
the courts on the basis of protected 
rights. Persons receiving social assis- 
tance, for instance — a large group of 
persons living in poverty in Canada — 


Poverty is closely bound up with exclusion, and its social aspects 
are fundamental to understanding both the concept of poverty and 


its real-life impacts on people. 


through tighter eligibility criteria and 
a range of programs, such as work-for- 
welfare schemes.* Canada does not 
fare as well as many OECD countries, 
and the economic well-being of cer- 
tain vulnerable groups, such as recent 
immigrants, has slipped (CCSD, 2004). 
Recent community-level studies show 
that low-income, working-age adults 
are falling behind in income security 
and net wealth, and many cannot 
find stable employment or accumulate 
enough assets to stay off welfare. In 
addition, many Canadians — in the 
general public and among those in 
receipt of social assistance — are dissat- 
isfied with the income security system 
(St. Christopher House, 2004). 


How poverty is perceived and sustains 
itself is viewed as a function of social 
phenomena, such as a lack of power 
and choice, and the vicious circle 
between lack of income and other 
complex social indicators. One of 
these is exclusion. 


Exclusion from What? The Equality 
Rights Test 


There is no explicit right of freedom 
from poverty in Canada. But when 
one looks at poverty from a broader 
definition, there is a group of 


are now entitled to section 15 Charter 
equality rights (regardless of province 
of residence).5 


In the course of research for this paper, 
decisions of the Supreme Court of 
Canada and courts of appeal that dealt 
with equality rights were examined to 
assess whether judicial consideration 
was given to the relationship between 
exclusion and equality. On analysis, 

10 of these cases made explicit refer- 
ence to exclusion as a marker of equal- 
ity rights, and half of those occurred 
within the context of social assistance 
or social security programs. (See the 
accompanying textbox.) 


The role exclusion plays in equality 
rights thus appears reasonably well 
established in Canadian case law 
under section 15 of the Charter. 

The link to poverty is only one step 
removed. A Canadian example of how 
the nexus between poverty and exclu- 
sion played out in an equality rights 
case under the Charter is illuminating. 
The Alberta Court of Appeal struck 
down a social assistance scheme for 
poor, widowed, older women in 
Gwinner v. Alberta (Human Resources 
and Employment). The Court held that 
the scheme failed to consider the assets 
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of beneficiaries when assessing their 
need for the program. The program 
was alleged to be both over-inclusive, 
in that it benefited women who 
were asset rich, and under-inclusive, 
because it excluded women who are 
similarly situated, that is, who are 
older and have lost the financial sup- 
port of a former spouse. The scheme 
was struck down, because it was con- 
sidered by the Court to infringe consti- 
tutional equality rights under section 
15 of the Charter. 


While policy makers do not have 

to demonstrate a precise fit between 

a program and the targeted group, 
policy design does have to be rational 
and evidence-based. Distinctions must 
not violate human dignity. In a case 
called Falkiner, Ontario courts struck 
down a “spouse in the house” regula- 
tion that focused on income as the 
marker of poverty. Policy makers 
believed that the real income of wel- 
fare recipients was kept artificially low 
if there was cohabitation with another 
person, not technically a spouse, and 
thus whose income was not taken 
into account. In these circumstances, 
the other person was deemed to be a 
spouse. This assumption may or may 
not have been accurate, but by failing 
to consider the impact of the regula- 
tion on the capabilities and life 
choices of persons on social assistance 
(especially single women, according to 
the evidence in the case), the govern- 
ment had effectively diminished their 
capacity to enter into stable relation- 
ships, thus creating a form of exclu- 
sion that existed for no one else in 
society. (Falkiner has been appealed 

to the Supreme Court of Canada.) 
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Designing Policy from the 
Poverty-Exclusion Nexus 


The focus of this article is the inter- 
section of the concepts of poverty and 
exclusion, and the implications for 
policy makers of that intersection. 
While income-based measures remain 
important, they should be placed 

in an overall context or framework 
based on a broader, context-sensitive 
definition of poverty. The first specific 
strategy is against poverty. 


that remove or restrict benefits) may 
create unfair exclusions, as occurred 
in the Falkiner case. Policy-relevant 
research on poverty targeted to vul- 
nerable groups experiencing exclusion 
therefore should also be sensitive to 
the interactions of interventions 
(stacking), and to wider indicators of 
actual resources (protecting asset accu- 
mulation). More proactive measures 
would include ensuring better finan- 
cial tools appropriate to low-income 


The courts have rendered several decisions that have substantively 


changed our understanding of equality and its relationship to 


exclusion and the rights of persons in vulnerable or at-risk groups. 


A National Strategy Against Poverty 


There is no comprehensive policy 
framework to address poverty and 
exclusion at the federal level. This is 
particularly challenging in Canada, 
because of the federal structure. As a 
result of the jurisdictional complexity 
of poverty issues across federal and 
provincial lines, a comprehensive 
strategy against poverty is more likely 
to succeed if located within the frame- 
work of co-operative federalism and 
section 36 of the Constitution Act.© 
The federal-provinciai Social Union 
Framework Agreement provides a 
good model, despite the perception 
that it may not have lived up to its 
potential in the past (especially in 
light of the recent creation of the 
Canada Social Transfer). 


In developing a national strategy, 
policy makers need to consider the 
broader impacts of interventions on 
the life choices and circumstances of 
poor people, as well as the possibility 
that policy measures (especially those 


persons and looking at access to 
certain health benefits (e.g., drug and 
dental) for persons who are working 
poor (St. Christopher House, 2004). 


Integration of Legal Norms 


As noted above, the legal policy 
framework changes over time. As well, 
the concepts of exclusion and poverty 
are being understood in tandem, and 
together are being seen to invoke 
equality rights. These developments 
are critical for horizontal policy mak- 
ing, but have not been generally or 
explicitly accepted or integrated in 
federal policy-making circles. This is 
the case even though aspects of the 
capabilities framework may be implicit 
in certain sectors of policy research 

in law-based departments such as 
Justice Canada. 


Consideration of an updated norma- 
tive framework, particularly one that 
incorporates the legal policy side of 
the equation, should be integrated 
very early in the process, ensuring that 
appropriate, policy-relevant research 
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Overview of Relevant Case Law 


In Corbière v. Canada (Minister of Indian and Northern 
Affairs), [1999] 2 S.C.R. 203, the Supreme Court of 
Canada considered the exclusion of off-reserve Aboriginal 
band members from band governance. 


In Egan v. Canada, [1995] 2 S.C.R. 513, the Supreme 
Court of Canada considered the exclusion of persons 
from old age social security legislation because of 
sexual orientation. 


In Falkiner v. Ontario (Ministry of Community and Social 
Services, Income Maintenance Branch) (2000), 49 O.R. (3d) 
564 (C.A.). [Leave to appeal to S.C.C. granted [2000] 
S.C.C.A. 297], the Ontario Court of Appeal considered 
the constitutionality of a social assistance regulation 
that limited access to benefits when a person cohabited 
with another person of the opposite sex. 


In Gosselin v. Quebec (Attorney General), [2002] 4 S.C.R. 
429, the court considered the exclusion from supple- 
mentary payments under a welfare scheme on the 
basis of age. 


In Gwinner v. Alberta (Human Resources and Employment) 
[2002] AJ 1045, the Alberta Court of Appeal considered 
the exclusion of divorced and separated women from a 
social assistance scheme designed for older widows. 


In Granovsky v. Canada (Minister of Employment and 
Immigration), [2000] 1 S.C.R. 703, 2000 SCC 28, the 
court stated that “exclusion and marginalization (of 
persons with disabilities) are generally not created by 
the individual with disabilities but are created by the 


economic and social environment and, unfortunately, 
by the state itself.” 


In Halpern v. Canada (2003), 225 D.L.R. (4th) 529 (Ont. 
C.A.), the Court held that because same-sex couples are 
excluded from the institution of marriage, this exclusion 
perpetuates the view that same-sex relationships are less 
worthy of recognition than opposite-sex relationships. 


In Law v. Canada (Minister of Employment and 
Immigration), [1999] 1 S.C.R. 497, the Supreme Court of 
Canada considered the exclusion of a younger person 
from the Canada Pension Plan. 


M. v. H., [1999] 2 S.C.R. 3, dealt with the exclusion 
of gays and lesbians from the operation of family 
law legislation. 


In Polewsky v. Home Hardware Stores Limited (2003), 

60 O.R. (3rd) 600 (Div. Court), the court considered the 
legality of the fee to file a claim in Small Claims court 
where the applicant was poor. 


In Vancouver Society of Immigrant and Visible Minority 
Women v. M.N.R., [1999] 1 S.C.R. 10, the Court examined 
whether the denial of charitable status to a community- 
based organization constituted “exclusion from member- 
ship and participation in Canadian society.” 


In Vriend v. Alberta, [1998] 1 S.C.R. 493, [1998] S.C J. 
No. 29, the Court considered the exclusion of gays and 
lesbians from provincial human rights law protections 
in Alberta. 


is informed by legal developments. 
It should be emphasized that this 
consideration would not necessarily 
be in the form of a legal opinion 
requested of a departmental legal 
services branch. Nor would it replace 
the legal assessment of Charter com- 
pliance that occurs at the back end 
of the policy process. Rather, it would 
be a front-end integration of legal 
policy considerations. 


Charter and Human Rights Norms 


Front-loading legal norms is not as 
wide ranging or onerous an endeavour 
as might appear at first glance. The 
number of grounds in the Charter and 
in human rights laws is finite (at least 
at any given point in time), and the 
known or likely consequences of a 
policy can be taken into consideration 
as a function of policy objectives. 


At the domestic level, the courts have 
rendered several decisions that have 
substantively changed our understand- 
ing of equality and its relationship to 
exclusion and the rights of persons in 
vulnerable or at-risk groups. When 
people are excluded from government 
programs in a manner that constitutes 
exclusion from membership and par- 
ticipation in Canadian society, courts 
are willing to wade into social policy 
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areas to redress the balance using 
equality rights. The research link 
between who is identified as vulnera- 
ble and which groups are considered 
to be discrete and insular minorities 
for the purposes of section 15 of the 
Charter are thus closely connected, 
and this includes groups of persons 
living in poverty.” 

International Law and Domestic Law: 
Bridging the Gap 

As part of a national strategy to 


address poverty, Canadian policy 
makers need to deal with the integra- 


negotiated rule making), policy makers 
are simply encouraged to consider the 
effects of international obligations 
(Canada, PCO, 2001). Given the 
burgeoning number of new instru- 
ments, and the active encouragement 
by the PCO and other central agencies 
to use law making as an instrument of 
last resort, a change to these guidelines 
is especially appropriate. 


Conclusion 


The conceptual and normative foun- 
dations of poverty and exclusion have 
shifted considerably over the past 


The exclusion test ensures that government policies respect the 


rule of law, are consistent with the values expressed in the Charter, 


and reflect the values contained in international instruments 


Canada has ratified. 


tion of international human rights 
standards and domestic law and 
policy. A proposed approach uses an 
international law filter. When policy 
proposals are being researched in their 
early stages, researchers would, as a 
matter of course, review applicable 
international treaties and covenants to 
which Canada is a party, assessing the 
compliance of the proposal with inter- 
national law. This process would apply 
to policy proposals being implemented 
through legislative instruments (as is 
now the case) and to other kinds of 
policy instruments. 


In its guidelines to the federal public 
service, the Privy Council Office 
directs policy makers to ensure con- 
formity with international obligations 
in the law-making process, but as 
regards other instruments (e.g., poli- 
cies, guidelines, partnerships, and 


two decades. These changes have 

not been fully integrated into social 
policy development across the federal 
government’s policy research agendas. 


It may be difficult to see the need for 
reorientation of policy approaches in 
Canada because, for the most part, 
current approaches seem to work 
well in terms of broad averages. In 
comparison to other countries whose 
poverty levels are much worse, there 
seems to be little cause for concern. 

If a law or policy violates a person’s 
rights or freedoms, there are legal 
recourses. Further, international instru- 
ments that address human rights and 
freedoms may be perceived by some 
to be directed at developing countries 
where the poverty situation is much 
worse. While Canada undoubtedly 
remains one of the best countries in 


the world with respect to addressing 
poverty, none of these arguments is 
especially persuasive. 


First, parallel research in this PRI proj- 
ect shows that the changing fabric of 
our society requires new approaches to 
address new problems and new aspects 
of traditional problems. A related legal 
development is the trend to viewing 
poverty in relation to exclusion, in 
particular using a judicial test of 
exclusion from membership and par- 
ticipation in Canadian society, which 
has evolved as a litmus test for deter- 
mining whether government policies 
violate equality rights. The exclusion 
test ensures that government policies 
respect the rule of law, are consistent 
with the values expressed in the 
Charter, and reflect the values con- 
tained in international instruments 
Canada has ratified. Much of the case 
law on this point has been rendered 
over the past decade. 


Second, the courts should be a venue 
of last resort. Compliance with the 
rule of law and sensitivity to emerging 
norms is as much the business of the 
policy maker as it is of the judiciary. 
The issue of accountability for com- 
pliance with international norms is, 

in particular, a matter of concern. 

If international instruments are not 
intended for Canada then, of course, 
Canada should not sign them. As a 
matter of principle, the courts have 
repeatedly stated that adherence to 
international instruments signals 
Canada’s intent to comply. As a matter 
of practice, adherence to standards that 
Canada has promoted and adopted 
should be a basic feature of the devel- 
opment of policy across legislative and 
non-legislative instruments. 
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Notes 


1 P. Eliadis would like to acknowledge 
the contribution of Leah Spicer, a law 
student at the University of Windsor, 
who assisted with the larger work from 
which this article was drawn. The views 
expressed herein are those of the author. 


2 An Act to combat poverty and social 
exclusion. R.S.Q. c. 61. 


3 Now divided into the Canada Health 
Transfer and the Canada Social Transfer. 


4 See the discussion in SRDC (2002 at 
ES-5). 


5 Section 15(1) of the Charter came into 
force in 1985 and provides: 


15. (1) Every individual is equal before 
and under the law and has the right to 
the equal protection and equal benefit 
of the law without discrimination and, 
in particular, without discrimination 
based on race, national or ethnic origin, 
colour, religion, sex, age or mental or 
physical disability. 


6 36. (1) Without altering the legislative 
authority of Parliament or of the 
provincial legislatures, or the rights of 
any of them with respect to the exercise 
of their legislative authority, Parliament 
and the legislatures, together with the 
government of Canada and the provin- 
cial governments, are committed to 


a promoting equal opportunities for the 
well-being of Canadians; 


b_ furthering economic development to 
reduce disparity in opportunities; and 


c providing essential public services of 
reasonable quality to all Canadians. 


(2) Parliament and the government of 
Canada are committed to the principle of 
making equalization payments to ensure 
that provincial governments have suffi- 
cient revenues to provide reasonably 
comparable levels of public services at 
reasonably comparable levels of taxation. 


Recent case law suggests that the 
principal bar to a finding of poverty as 
an analogous ground under section 15 
of the Charter may be more the result of 
the fact that no one has brought a con- 
vincing factual and historical record to 
court, as opposed to an inherent prohibi- 
tion against poverty as ground for equal- 
ity rights (see the recent decision from 
Ontario in the Polewsky decision). 
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ocial exclusion is often thought 

of primarily as an issue of low 

income, and there is no doubt 
that precarious jobs — low-wage jobs 
that carry a high risk of termination — 
are a major cause of low family 
incomes and poverty. However, good 
jobs are also important to social inclu- 
sion in the wider sense of contributing 
to an individual’s ability to develop 
her or his talents and capacities, to 
participate actively in society and to 
enjoy a broad equality of life chances 
with fellow citizens. Precarious work 
is a key challenge for Canadian policy 
makers, because it condemns a signifi- 
cant proportion of citizens to lifelong 
exclusion from progressive job ladders 
and opportunities for skills develop- 
ment, and because these risks are con- 
centrated among defined groups who 
face multiple sources of disadvantage, 
such as recent immigrants and lone 
parents. Precarious work is also highly 
gendered and undermines the goal 
of labour market equality between 
women and men (Vosko et al., 2003). 


This article argues that precarious 

jobs are a key cause of social exclusion, 
and flags some policy directions based 
on European experience that may 
improve job quality at the bottom 

of the labour market. The first part of 
the article describes some of the major 
characteristics of precarious work in 
Canada today and the links to social 
exclusion. The second part outlines 
broad lessons that Canadians might 
draw from the social democratic 
labour market model found in some 
smaller European countries. These 
countries have achieved high rates 

of employment with low levels of 
precarious work. The final part offers 
concluding comments. 


Precarious Work in Canada 


By some measures, Canada did well 
on the job front over the whole cycle 
of recession and recovery from 1989 
to today. The proportion of the adult 
population with jobs reached an 
all-time high in 2003, and was one 

of the highest in the world. Talk of 

a knowledge-based new economy 

is overblown, but there is indeed an 
ongoing shift toward jobs requiring 
higher levels of education and skills. 
These types of jobs, in turn, usually 
provide higher pay and greater job 
satisfaction, and have promoted more 
equal opportunities for women. How- 
ever, the overall job picture is marred 
by serious flaws. Most notably, Canada 
has a high and rising incidence of 
precarious jobs, and such low-paying, 
unstable jobs have contributed to a 
significant increase in inequality that 
threatens social inclusion. 


Over the past decade, real hourly 
wages and median annual earnings 
have been remarkably stagnant, 
especially for men. Gains in earnings 
at the middle and lower end of the 
income distribution have been mea- 
gre, and earnings inequality has 
increased significantly over the eco- 
nomic cycle. Statistics Canada data 
(2003) show that the top 20% of fami- 
lies, with average market incomes of 
$145,580 in 2001, took 45.6% of all 
market income in that year, up from 
42.4% in 1989. This reflects increased 
polarization of individual earnings. 
As Saez and Veall (2003) reported, 
the earnings of the very top 1% have 
grown fastest. Their share of all indi- 
vidual income as reported on tax 
returns rose from 9.3% to 13.6% 
between 1990 and 2000. Overall, the 
gains that have been made since the 
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early 1990s are largely confined to the 
upper echelons of the income ladder, 
a group that already enjoyed a dispro- 
portionate share of earnings. 


Rising market income inequality 
among families is partly driven by 
changes in the way people form fami- 
lies, but the main reason is increased 
inequality in the job market. Families 
down the income scale are more likely 
to be made up of people in lower-paid 


service, and labouring occupations, 
even for full-time workers, while the 
high incidence of low pay in part-time 
and female-dominated private service 
jobs helps explain why women are at 
greater risk. 


Data regarding precarious jobs are also 
of concern. Precarious jobs generally 
have a low hourly pay and a high risk 
of termination. Spells of unemploy- 
ment in Canada average about four 


Precarious jobs provide very limited, if any, access to progressive 


career ladders and workplace training. 


jobs, and are also more likely to be 

hit by unemployment at some time 

in a year. Recent studies show a signifi- 
cant widening of longer-term earnings 
differentials and life chances for 
Canadians in the 1990s (Beach et al., 
2003). Certainly, a significant minority 
of workers have very unstable and low 
paid jobs, and many remain trapped 
in these jobs for long periods of time 
(Finnie, 2000; Janz, 2004). Large 
inequalities in the job market continue 
to exist between women and men, and 
have grown sharply between recent 
immigrants and other Canadians. 


Looking more closely at these develop- 
ments, data from the Labour Force 
Survey show that about one in four 
Canadian workers — one in five men 
and one in three women — are low 
paid, defined as earning less than two 
thirds of the national median hourly 
wage, or less than about $11 per hour 
in today’s dollars. Of particular con- 
cern, about one in ten core working- 
age men age 25 to 54 and one in five 
core working-age women are low paid. 
Low-paid jobs are common in sales, 


months and, in recent years, about 
one in eight workers has been unem- 
ployed at least once in the year. That 
risk is highly concentrated among 
persons with lower levels of education 
who normally earn lower than average 
wages when they are employed. 
Precarious jobs also provide very 
limited, if any, access to progressive 
career ladders and workplace training. 
Dead-end jobs held by many women, 
recent immigrants, Aboriginal people, 
and persons with disabilities do not 
help people develop the skills and 
capacities they need to access better 
jobs, embark on lifetime career 
ladders, and better handle labour 
market risks, such as permanent 
layoffs due to economic change. 


A precarious job does not necessarily 
mean poverty and exclusion. Some 
adult precarious workers are cushioned 
from poverty by the earnings of a 
spouse, and poverty is often the result 
of family breakdown and labour mar- 


ket exclusion rather than low earnings. 


However, precarious work is a signifi- 
cant and growing cause of Canadian 


poverty today. Working-poor lone 
parents and families cycle in and out 
of poverty depending on how many 
weeks of work they get in a year and 
at what wage. A single person in a 
large urban centre has to work more 
or less full time in a full-year job and 
earn about $10 per hour to escape 
poverty (i.e., be above the pre-tax, low- 
income cut-off line.) The threshold is 
obviously higher if a single earner has 
to support a child or a non-working 
spouse. A two-adult family with chil- 
dren has to put in about 75 weeks of 
work a year at $10 per hour to get 
above the poverty line. Minimum 
wages are far too low in all provinces 
to put working poor families, even 
those with full-time, full-year jobs, 
above the poverty line, and even 

$10 per hour, full-time, full-year jobs 
supplemented by government income 
supports leave most families in larger 
cities at risk (NCW, 2004). 


Social programs and progressive 
income taxes can and do significantly 
lessen earnings-driven differences of 
family incomes. However, the redis- 
tributive role of taxes and transfers 
among the working-age population 
has been eroded by cuts to Employ- 
ment Insurance and social assistance 
entitlements. Additionally, it will be 
very difficult to prevent increased 
income inequality and promote a 
more inclusive society if earnings 
inequality continues to increase. 


From the perspective of social inclu- 
sion, it is disturbing that incomes 

in Canada after taxes and transfers 
became markedly more unequal 
between 1989 and 2001 after remain- 
ing stable over previous economic 
cycles. There can be no genuine equal- 
ity of opportunity if there are very 
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large differences in family economic 
circumstances. Key outcomes, such as 
health, are closely linked to relative 
and not just absolute income. In 
relatively equal countries like Sweden, 
differences in life expectancy, health, 
literacy, education, and other key indi- 
cators of well-being between different 
sections of the population are much 
narrower than those in Canada, and 
gaps in Canada have hitherto been 
narrower than in the United States 
(Jackson, 2000). For all the talk of the 
United states as the land of opportu- 
nity, life chances, as measured by the 
chances of a child from a lower- 
income family climbing the income 
ladder, are lower than in Canada, and 
are highest in the more egalitarian 
Scandinavian countries (Fortin and 
Lefebvre, 1998). It is to those countries 
that we should pay greater attention. 


Limiting Precarious Work: 
Learning from Social 
Democratic Models in Europe 


As Smeeding (2002) noted, high- 
equality countries, such as Sweden, 
tend to be that way, because of gener- 
ous social programs and because the 
primary distribution of income by the 
job market is fairly equal. There are 
limits in the extent to which social 
transfers can compensate for labour 
market-driven inequality, and changes 
to how the job market itself works 
must be part of the policy response 

to social exclusion. 


The experience of Scandinavian social 
democracy in the 1990s suggests a 
combination of high employment, 
relatively equal wages, and real oppor- 
tunities for workers in traditionally 
low-wage, dead-end jobs is possible. 
The International Labour Organization 
and the European Commission both 
recently highlighted the experience 


of Denmark as suggestive of a labour 
market model which promotes high 
levels of socially inclusive employ- 
ment, undermining the dismal view 
of many orthodox economists that 
there is an inevitable trade-off between 
job creation and higher quality jobs 
(Auer, 2000; ILO, 2003; EC, 2002). 


The results of this approach differ 
markedly from those in North 
America. In the mid-1990s, about one 
in four full-time workers in Canada 
(23.7%) as well as in the United States 
were low paid — defined as earning 
less than two thirds of the median 
national full-time wage — compared 


Canadian policy makers should view higher minimum wages 


and policies to support the extension of collective bargaining 


to low-wage, private service workers in a much more positive 


light than is generally the case. 


Denmark, Sweden, and the Nether- 
lands all had good records of job cre- 
ation and economic growth in the 
1990s, with a very low incidence of 
low-wage work compared to North 
America. This suggests a different 
model is possible, even if it is not 
necessarily easy to create. 


The relative success of these countries 
in creating higher-quality jobs and 
high levels of employment has been 
accomplished by: 


+ regulating the labour market to 
create a wage floor and a low level 
of wage inequality; 


+ keeping the non-wage costs of 
employment low by providing 
social and economic security 
primarily through public programs 
financed from general taxation; 

+ providing significant investment 
in active labour market policies 
to upgrade the skills of those at 
greatest risk of engaging in 
precarious employment; and 

¢ building a distinct kind of post- 
industrial service economy, based 
on a large non-market sector and 
high productivity private services. 


to just one in twenty workers (5.2%) 
in Sweden, and only one in eight 

in Germany (OECD, 1996). The distri- 
bution of wages in many European 
countries is more compressed than in 
North America, mainly because the 
wages of even private-sector service 
workers in smaller firms are set by col- 
lective bargaining or by the extension 
of union wage agreements to all work- 
ers in a sector. Advanced industrial 
countries differ little in terms of the 
big structural forces shaping job mar- 
kets, such as international competition 
and technological change, but labour 
market institutions still significantly 
shape outcomes for workers (OECD, 
1996, 1997; Aidt and Tzannatos, 2003; 
Freeman and Katz, 1995). 


At the micro-economic level, both 
individual workers and firms benefit. 
The conventional view is that impos- 
ing decent wages for lower-skilled 
workers destroys jobs but, in fact, 
higher wages can work in a positive 
way by raising productivity and job 
quality. The fact that employers are 
under pressure to pay good wages will 
lead them to invest more in capital 
equipment and in training than would 
otherwise be the case. Wage floors can 
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lower worker turnover and increase 
experience and skills, reducing 
employer costs. À common wage 
standard can also take wage costs out 
of the competitive equation. If all 
employers pay the same wage and 
benefit package, firms must compete 
with one another on the basis of non- 
labour cost issues, such as quality and 
customer service, which require more 
skilled workers. 


For all of these reasons, Canadian 
policy makers should view higher 
minimum wages in Canada and 
policies to support the extension of 
collective bargaining to low-wage, 
private service workers (with current 
unionization rates of well under 10%) 
in a much more positive light than is 
generally the case. 


Social democratic countries, such as 
Sweden and Denmark, have boosted 
job creation in ways that do not 
depend on low wages. Employers are 
expected to provide decent wages, 
working conditions and training but, 
unlike many high unemployment 
European countries such as Germany, 
they are not expected to fund social 
programs and benefits in a major 
way. Unlike Canada, pensions and 
extended health benefits are provided 


mainly through government programs. 


Paying for social programs and 
pensions from general taxes rather 
than from payroll taxes or from firm- 
level welfare plans keeps total labour 
costs under control. This approach 
also narrows differences between 
core workers with good benefits and 
precarious workers with no benefits. 
The lesson for Canada is to build 
gradually on medicare by extending 
the reach of public health plans and 
of public pensions. 


The Scandinavian countries have long 
emphasized employment security 


rather than job security, now termed 
“flexicurity.” This means firms can hire 
and lay off workers fairly easily, but 
governments have the responsibility to 
promote full employment. Addition- 
ally, governments with employers and 
unions have the joint responsibility to 
promote training and run meaningful 
and effective labour market policies. 
This means non-standard forms of 
employment are accepted, so long as 
wages and opportunities for training 
are non-discriminatory (as specified 

in the European Union directive on 
part-time work). 


To support this approach, the 
Scandinavian countries invest heavily 
in public education, and in workplace 
training and active labour market 
policies to promote labour adjustment 
and lifelong learning. Remarkably, the 
Danish government spends five times 
more than Canadian governments on 
public training programs, even though 
the unemployment rate in the two 
countries is similar (Madsen, 2003). 
Training for the unemployed and 
workers in precarious employment 
helps equalize access to job opportu- 
nities and creates a base for higher- 
quality jobs. Training can be a real 
force for better jobs in normally 
low-wage private services by enabling 
employers to pursue business strategies 
requiring higher skills and lower- 
skilled workers to climb job ladders. 


There has been scepticism in Canada 
about the effectiveness of skills 
training for vulnerable workers, but 
research increasingly shows that turn- 
ing the rhetoric of lifelong learning 
into real opportunities for lower-paid 
workers yields major benefits in terms 
of job quality (ILO, 2003; Madsen, 
2003; OECD, 2004). Applebaum et 

al. (2003) supported these positions 
through detailed case studies of jobs 
in traditionally low-wage sectors being 


significantly improved through a 
combination of higher skills and 
employer strategies that take advan- 
tage of those skills. With these find- 
ings in mind, governments in Canada 
should re-evaluate their positions 
regarding the potential benefits of 
training for vulnerable workers. 


Finally, differences among advanced 
industrial countries regarding the 
structure of post-industrial employ- 
ment are informative. These differ- 
ences largely depend on the extent 

to which child and elder care and 
other community services have 

been assumed by the market or by 
the state. When the option of state 
and not-for-profit service delivery is 
chosen over delivery by market actors, 
the result is often the creation of more 
skilled and well-paid jobs, particularly 
for women. The associated choice of 
higher taxes for public services also 
means households have less after-tax 
income for consuming private services, 
resulting in fewer low-quality service 
sector jobs (Esping-Anderson, 1999; 
Pierson, 2001). Strikingly, one in six 
of the total working-age population 
in Canada and the United States is 
employed in the normally low-wage 
retail trade, restaurants, and accom- 
modation sectors combined, com- 
pared to just one in ten in Sweden 
and Denmark (Scharpf and Schmidt, 
2000, Data Appendix, Vol. I). High 
wages may squeeze private consumer 
services, but not necessarily at the cost 
of total employment, a finding that 
demands a re-evaluation of current 
government policies. 


Conclusions and Lessons for 
Canadians 

The experience of a few European 
countries, such as Denmark, Sweden, 


and the Netherlands, tells us it is 
possible to have high levels of 
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high-quality employment, and there 
is no inevitable trade-off between 

job quantity and job quality. In the 
Scandinavian countries examined, a 
high wage floor and a very low inci- 
dence of low-paying and dead-end 
jobs have not precluded strong job 
growth, even in private services. Subse- 
quently, it is the position of Canadian 
labour and anti-poverty groups that 

a similar wage floor in Canada is part 
of the answer to precarious work. This 
floor will be most effective when com- 
bined with public policies that raise 
the skills of workers and encourage 
employers to pursue high-skill strate- 
gies. Last, high levels of social services, 
financed from general taxes, can also 
make a positive contribution to high- 
quality, post-industrial employment. 


Canada is a diverse and rather indi- 
vidualistic society, but Canadians also 
take pride in having created a more 
inclusive society than in the United 
States. Many elements of the new 
European models, such as strong 
unions, a large social sector, and social 
partner involvement in policy making 
exist in Quebec and, to a lesser degree, 
in other provinces. Canada is highly 
integrated with the heavily deregu- 
lated United States labour market, but 
this does not make impossible political 
projects linked to values of equality, 
inclusion, and solidarity. Ultimately, 
the challenge is to show how elimina- 
tion of precarious work will promote 
social inclusion and help build a more 
productive economy. 


(The arguments of this paper are 
developed at much greater length in 
Andrew Jackson, Work and Labour in 
Canada: Critical Issues, forthcoming 
from Canadian Scholars’ Press in 
Spring, 2005.) 
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umerous studies have con- 

sistently shown that the 

strongest single predictor 
of educational achievement and 
attainment is the socio-economic 
status (SES) of the student’s family. 
Thus, children in inner-city areas, 
characterized by low SES, face signifi- 
cant obstacles to educational success, 
with concomitant threats to other 
important life outcomes: employ- 
ment, income, health, longevity, 
and civic participation. 


Concern about inner-city education 
is not new, yet this long-standing 
concern hides a range of ideas about 
the nature, causes, and potential 
remedies for the problems of educa- 
tion in our cities. 


Causes of and Remedies for 
Poverty 


Thinking about the nature and causes 
of poverty tends to fall into one of 
two broad camps. One sees poverty 

as a shortcoming of individuals who 
will not or cannot do what is required 
to maintain a reasonable life. In this 
view, poverty is often a moral failing, 
and measures to provide extra sup- 
ports to poor people likely encourage 
slothfulness and a lack of initiative, 
thus making the problem worse. 

A second view holds broadly that 
poverty arises mainly from systematic 
inequities in the economy and society, 
and is largely the result of forces 
beyond the control of individuals, 
such as the lack of work, low wages, 
or discrimination. Alleviating poverty 
is, therefore, seen as requiring either 
or both (there is disagreement on this 
point) extra supports to families and 
individuals, or structural changes in 
the economy and society. Public opin- 
ion and government policy tend to 
oscillate between these two positions. 


Ideas about solutions to, or strategies 
for, addressing issues of poverty are 
largely shaped by people’s ideas about 
causes. The range of solutions or 
strategies falls into four broad cate- 
gories. One set of policies provides 
some basic level of income and other 
supports for poor people through 
social assistance, minimum wages, 
tax credits, or a range of other vehi- 
cles. Many of these policies have little 
or no ameliorative element. They are 
simply designed to try and make life 
bearable, or at least possible, for 
people who are otherwise destitute. 


Another set of strategies is intended 
to support greater individual effort by 
poor people. Examples include both 
positive incentives (e.g., support for 
training and education, savings plans, 
targeted programs) and negative 
incentives (e.g., denial of various 
benefits for non-employment). These 
strategies are based on a model of 
poverty as being largely the result of 
individual problems or incapacities. 


A third, less frequently used set of 
strategies aims less at individuals and 
more at neighbourhoods or communi- 
ties. Initiatives in this category derive 
from the belief that poverty is largely 
a result of structural factors rather than 
individual choices, and must therefore 
be addressed by trying to change 
structures, especially at the local level. 
Examples include economic develop- 
ment initiatives, neighbourhood 
action groups, school improvement, 
and employment creation. 


Finally, anti-poverty strategies may be 
developed at the macro-social level. If 
the basic theory is that overall prosper- 
ity is the best way to reduce poverty — 
an idea that has been very powerful in 
mainstream thinking — then efforts to 
reduce unemployment or stimulate 
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overall economic growth, even 
including tax cuts, could be seen as 
the primary policy levers to be used. 


The Role of Education in 
Anti-Poverty Efforts 


While more education is clearly linked 
to desirable life outcomes, these out- 
comes vary a great deal, even among 
those with similar levels of education. 
The last 20 years have shown that 
countries can simultaneously have 


At the macro-policy level, the impor- 
tance of education to overall economic 
growth and prosperity has become an 
article of faith among governments 
and other agencies. Whether the 
rhetorical commitment is matched 
by active educational policy is quite 
another matter. Many jurisdictions, 
including Canadian provinces, have 
actually reduced the level and pro- 
portion of public resources flowing 

to public schools and post-secondary 


Some argue that it is unreasonable to expect schools to overcome, 


to any significant extent, the powerful social and economic forces 


that create and sustain inequality. 


increasing levels of education and 
increasing levels of economic and 
social inequality. 


Still, efforts to encourage poor 
individuals to improve their situation 
often have the acquisition of more 
education as central to opening up 
other opportunities (though in prac- 
tice many poverty support programs 
put substantial barriers in the way 

of people who want to return to edu- 
cation). Initiatives at the community 
level often involve efforts to improve 
education, whether in the schools or 
through extension into adult educa- 
tion or early childhood development. 
However, some community advocates 
see schools as part of the establish- 
ment that oppresses the poor, and 
are suspicious of school efforts given 
the evident failure of existing educa- 
tional provisions to make large 
changes in patterns of inequality. 
Other research shows the ways in 
which schools sometimes support 

or even exacerbate social inequalities 
(e.g., Natriello et al., 1990). 


education, while early childhood 
development and adult education 
remain marginal to the overall educa- 
tional enterprise in terms of policy, 
institutional structures, and resources. 


Inequities in Schooling: 
The Achievement Gap 


How big a problem do we have in 
urban education in Canada? Levels 
of child poverty in Canada remain 
very high by international standards 
(Bradbury and Jantti, 2001). The 
Campaign 2000 Coalition reported 
that despite the commitment by Par- 
liament to end child poverty, between 
1989 and 1999 the number of poor 
children in Canada rose by 39%, 
including a large increase in families 
with at least one person in full-time 
employment. 


In an analysis of students at-risk in 
Canada, Levin (2004) concluded that 
several different measures — poverty, 
high school dropouts, and the vulner- 
ability index created from the National 


Longitudinal Study of Children and 
Youth (NLSCY) — all led to a similar 
conclusion that about 25% of students 
in Canada has some notable level of 
risk with about 10% to 15% likely to 
face serious challenges. However, these 
risk factors are not evenly distributed 
geographically. In high-poverty com- 
munities, the levels of challenge could 
be much higher. It is well known that 
Aboriginal school completion rates 
remain much lower than those for 
other Canadians. 


Evidence on student outcomes shows 
that gaps in achievement remain 
substantial in Canada, and socio- 
economic status is an important 
factor in those gaps. Willms’ (2003) 
analysis of data from the NLSCY 
showed that socio-economic status 
has substantial effects on children’s 
educational skills, and these effects are 
stronger in communities with high 
overall levels of poverty. The Program 
for International Student Assessment 
(PISA)? study also found large gaps 
between the top and bottom perform- 
ing 15 year olds in Canada. Moreover, 
these gaps grow over time. Data from 
the Manitoba Centre for Health Policy 
(MCHP) showed huge disparities in 
results on the Grade 12 provincial 
examinations for students coming 
from the poorest parts of Winnipeg 
(Brownell et al., 2004). 


An important issue is whether 

schools in poor neighbourhoods suffer 
systematically, as they do in many 
places in the United States, from 
poorer facilities, less qualified teachers, 
and generally weaker levels of resourc- 
ing. Impressionistic evidence would 
suggest this is not the case in Canada, 
because financing tends to be more 
equal across school districts. 
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How Much Can Schools Do? 


Schools are often seen as vital contrib- 
utors to efforts to reduce poverty and 
achievement gaps. Some argue that it is 
unreasonable to expect schools to over- 
come, to any significant extent, the 
powerful social and economic forces 
that create and sustain inequality. 
Another line of argument is that the 
target and demand must be for schools 
to do much more than they have in 
the past to equalize opportunities for 
poor children. Any other position is 
defeatist and allows schools to make 
excuses for poor performance. Advo- 
cates of higher expectations for 
schools point out that school results 
vary enormously even within similar 
SES communities, suggesting some 
schools are managing to produce 
much better outcomes. 


How much improvement in student 
outcomes might reasonably be 
expected given sustained efforts by 
schools in high poverty areas? Teddlie 
and Reynolds (2001) suggested that 
10% to 15% of the variation in pupil 
outcomes is attributable to all the 
things schools do (or do not do). 
However, this does not mean we can 
necessarily improve outcomes by this 
amount through changing school 
practices. Their estimate might be 
close to a ceiling on what is possible 
by way of school improvements. 


Various studies examined schools that 
seem to be doing better than expected. 
These studies typically noted features 
of these successful schools, such as a 
common vision, high expectations for 
students, strong leadership focused on 
student success, use of data to guide 
planning, and strong ties with the 
community. However, schools making 
the greatest gains are, by definition, 
untypical. A reading of the literature 


on various forms of deliberate school 
improvement work indicates gains in 
student outcomes are quite modest in 
most schools, even after extensive 
efforts over several years. Moreover, 
the improvement process will often 
be more difficult in schools in chal- 
lenging circumstances, because such 
schools face higher staff and pupil 
turnover, lower levels of overt parent 
support, and a history of lack of 
success. Recent US evidence (Bracey, 
2004) showed that sustained improve- 
ment over time in high-poverty 
schools is rare, despite claims by 
studies of exceptional schools. 


Conceptualizing Strategies 
to Address High Levels of 
Poverty in Schools 


Over the years, schools and school 
systems adopted a variety of measures 
to address equity concerns. Indeed, 
there is very little in the current lexi- 
con of school supports that was not 
advocated in the 1960s and early 
1970s, if not well before that. The 
measures taken can be thought of 

as falling into three categories. The 
first includes in-school changes in pro- 
gramming or supports, such as feeding 
or clothing students, mounting special 
programs, greater outreach to parents, 
and whole-school reforms in teaching 
and learning. The second category 
includes system measures designed to 
provide positive or negative incentives 
for better performance, such as testing 
of students and teachers, choice of 
schools, and extra funding or other 
financial incentives tied to perform- 
ance. The third category includes 
measures to extend the scope of 
schooling into other areas, such as 
early childhood, adult education, and 
community economic development. 


This kind of general categorization 
understates the importance of local 
context. The nature of poverty and 
the kinds of challenges it presents to 
schools vary from one community to 
another across Canada. These differ- 
ences suggest that strategies and 
approaches by the schools also need 
to be different. 


What do we Know about 
Efforts by Schools? 


In all categories, most efforts at any 
level to address needs in high-poverty 
schools have been short term and on 
the margins of the basic enterprise 

of schooling. The same proposals 
reappear regularly, but do not seem 

to affect mainstream schooling 
processes. Ideas from 40 years ago, 
such as integrated services, commu- 
nity development, or parental involve- 
ment, are once again being advocated. 


We do not have a good base of 
evidence as to the impact of these 
various measures. For example, there 
is very little evidence on the impact 
of initiatives, such as feeding children 
or providing additional counselling. It 
seems reasonable to think there would 
be effects from ensuring children eat 
properly, are dressed warmly, or have 
access to programs that give some 
recognition to their language or cul- 
ture. The limitation of all these pro- 
grams is that they do not directly 
address academic achievement so, 
while probably important, they 

are unlikely to make the necessary 
difference in outcomes. 


Another common response of schools 
to poverty has been the development 
of a whole range of special or targeted 
programs. Many such programs create 
separate classes or teaching arrange- 
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ments for children and youth seen 
to be at risk. These approaches are 
adopted largely because they are the 
least disruptive to existing arrange- 
ments and, in many cases, are sup- 
ported by specific funding programs. 


Once again the empirical evidence on 
outcomes is weak but, on the whole, 
research evidence does not support 
segregated or withdrawal programs 

as effective interventions (Knapp et 
al, 1995). 


Current thinking on effective school 
change tends to focus on basic 
approaches to teaching and learning, 
and to student-teacher relationships. 
Some researchers think changes in 
regular classroom practices are key. 


[A]chievement in school is made 
more likely when: teachers teach 
for mastery; curricula are relevant 
to students’ present and future 
needs; authentic assessment 
practices are used; democratic class- 
rooms are created where students 
contribute to the rule-making and 
governance; rational, humane and 
consistent behaviour management 
techniques are adopted; teachers 
are warm, approachable, fair and 
supportive and a range of ways of 
being successful are made available 
to students (Howard et al., 1999, 

D3 LG): 


In the PISA 2000 study, more moti- 
vated students did better regardless 
of their background or the school’s 
teaching. 


Changing mainstream programs is a 
relatively new approach. The more 
popular changes include the creation 
of teacher advisory systems in second- 
ary schools to try to ensure stronger 
adult-student connections and the 

use of new approaches to early literacy 


in elementary schools including Read- 
ing Recovery and balanced literacy. 
Schools may also need to distribute 
resources differently in high-need 
communities. However, these changes 
in the everyday nature of school 
activities and, especially, in the work 
of teachers are not easy to do and 
may challenge current practices. Many 
studies evaluating large-scale efforts to 
improve schooling for at-risk students 
show how hard such changes are to 
make and sustain. 


Some of what are known as whole 
school reform models offer evidence 
of positive effects, such as Success 

for All,3 the School Development 
Program, or Accelerated Schools, but 
are still controversial, partly because 
of their reliance on test score results 

as the main criterion, and partly 
because the number of truly inde- 
pendent evaluations of most programs 
remains small. A massive effort in 
England through the National Literacy 
Strategy and National Numeracy Strat- 
egy included additional funding, sup- 
ports, incentives, and accountability 
pressures. Test scores improved rapidly 
in the first few years, but since then 
have stayed flat at levels below the 
targets, raising concerns about 
whether these strategies could raise 
achievement to desired levels (Earl 

et al., 2003a). 


Extending the Scope of 
Schooling 


Almost all the literature on education 
and poverty assumes that anti-poverty 
work should take place primarily in 
schools. Yet the discussion of the 
limits of school improvement raises 
the possibility that schools may not 
be the most efficacious sites for efforts 
to improve and equalize educational 


outcomes. The most significant impact 
on student outcomes may come from 
other measures, such as reducing lead 
poisoning from substandard housing, 
reducing the incidence of fetal alcohol 
syndrome, or ensuring that children 
in isolated communities get an ade- 
quate diet. 


There is at least some awareness in 
many inner-city settings of the need 
to take a broader approach as evi- 
denced by efforts over many years 
to include early childhood, adult 
education, parental involvement, 
and community development in 
school programs. 


Many intervention programs in inner 
cities have focused on the preschool 
years. Although there is a strong belief 
that early intervention will create 
significant improvements in out- 
comes, the evidence is actually not 

so straightforward (Bradley and White- 
side-Mansell, 1997). Preschool appears 
to be an important area for action, 
but not sufficient in itself. Canada 
lags behind many other countries in 
its effort and infrastructure to support 
very young children. On a per child 
per year basis, schools in Canada get 
about six times more public funding 
than do various programs for very 
young children. Moreover, the infra- 
structure that does exist for early 
childhood in Canada and many other 
countries is largely at ages three to 
five, whereas both need and impact 
appear greater when children are 
even younger. 


Adult education is another promising 
area in high-poverty communities, 
especially for adults with low levels 
of formal education, because improv- 
ing the skills of adults usually also 
improves the lives of the children 

in their care. The development of a 
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network of adult learning centres in 
Manitoba illustrates the extent to 
which adult participation is connected 
to desires to assist their children in 
being more successful in school. 
Although many school systems in 
Canada operate adult learning pro- 
grams, support for such programs 

by provinces and school systems 
tends to be very modest, and pro- 


education leads to what are called 
two generation programs (Dunst 

and Trivette, 1997). The US National 
Governors’ Association,* for example, 
advocates family literacy programs 
that involve parental support for 
children’s literacy and school support 
for parent learning. 


Schools may need to look at ways to 
participate in larger efforts to build 


Schools may need to look at ways to participate in larger efforts 


to build strong communities by, for example, hiring local people, 


purchasing goods and services locally, and supporting community 


efforts to improve housing or create jobs. 


grams often lack a solid base in 
policy that would promote wider 
accessibility and high quality. 


Parental involvement has been recog- 
nized increasingly as an important 
element in building school success. 
Educators may tend to blame parents 
for children’s problems and seek to 
counteract the influence of parents. 
The inability of such an approach to 
work should be evident based on its 
abject failure in Aboriginal education 
in Canada. The stresses in children’s 
lives are intimately connected to the 
conditions of their parents, which 
means schools have no choice but to 
try to build strong connections with 
parents. We have learned a great deal 
more in recent years about how to 
build these connections, including 
how to work effectively with parents 
who may themselves be struggling. 
However, with very few exceptions, 
the development of parent involve- 
ment in schools in Canada is a poorly 
resourced, add-on activity that is well 
down on the priority list of schools. 
Combining early childhood and adult 


strong communities by, for example, 
hiring local people, purchasing goods 
and services locally, and supporting 
community efforts to improve housing 
or create jobs. Such strategies have 
considerable promise, but are not 
often attempted for a range of reasons. 


Another often-advocated strategy 
is the integration of various educa- 
tional and social services through 
the school to make services more 
available to those requiring them. 
Efforts to implement integrated 
service models go back to the begin- 
nings of public schools. While the 
idea has an intuitive appeal, like 
many institutional changes, it is 
very hard to do effectively and sus- 
tain over time (Volpe, 2000). 


One should avoid developing an 
excessively pessimistic conclusion 
from all this information. In particular, 
the evidence reviewed does not sug- 
gest that spending money on efforts 
to improve high-poverty schools is 

a poor strategy. As one group of 
researchers put it: 


The fact is that there is virtually no 
evidence of the consequences of 
colossal increases in the educational 
resources to which disadvantaged 
children are exposed, because this 
strategy has never been systemati- 
cally adopted (Natriello et al., 1990, 
D222): 


Conclusion 


Everything we know about poverty 
and education tells us that it has been 
very difficult to make any lasting 
change in the link between children 
in poverty and poor educational 
outcomes. Despite huge efforts by 
many people in schools, children who 
grow up in our inner cities are still at 
much higher risk for a whole series 

of adverse outcomes. We do not have 
enough evidence to know how schools 
might be able to compensate for these 
disadvantages. This paper has sug- 
gested that current expectations for 
schools are probably unrealistic, and 
our strategies may need re-examina- 
tion. At the very least, we would bene- 
fit from a broader discussion about 
what steps might be most useful and 
most feasible. 
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Social Networks, 
Social Capital and 
Social Exclusion 


“Policy-makers and practitioners have 
become aware over the years that 

the unit of their concern is neither the 
isolated individual nor a theoretically 
bounded group such as a household or 
a community. Themes of interdepend- 
ence and interconnectedness have 
come to the fore in recent exchanges 
between researchers and policy-makers, 
especially in the investigation of social 
exclusion. The three terms ‘social net- 
work’, ‘social capital’ and ‘social exclu- 
sion’ (and ‘inclusion’) are linked in a 
variety of complex and interesting 
ways and all of the work reported 

here focuses, with different degrees 

of emphasis, on these interchanges.” 


“The chapters included bring together: 


e an overview of the social network 
literature, summarizing the main 
sociological arguments and tradi- 
tions; 

a review of the range of social 
phenomena which social networks 
seek to explain; 


examples of quantitative and qualita- 
tive studies using a broad network 
approach; [and] 

a discussion of the implications for 
social and public policy of a network 
perspective.” 


Chris Phillipson, Graham Allan, and 
David Morgan, eds. 2004. Social Net- 
works and Social Exclusion: Sociological 
and Policy Perspectives. Aldershot, UK: 
Ashgate Publishing. Quotes from the 
Introduction. 
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Introduction 


n industrialized countries, it is 

widely accepted that anyone with 

paid employment should be able 
to earn a decent living and support a 
family. But for some Canadians, hav- 
ing at least one employed person in 
the family is no guarantee against low 
income. By the 1960s, studies were 
already showing that a large percent- 
age of low-income persons were in 
families with at least one worker exert- 
ing a significant work effort. For the 
past few years, the United States and 
several European nations have been 
trying to better understand the situa- 
tion facing their low-income workers. 
In Canada, however, the few studies 
that have examined this subject have 
focused more on low-paid workers, 
thereby emphasizing labour market 
characteristics. However, there has 
been a renewed interest in low-income 
workers following the massive restruc- 
turing of social assistance in the 1990s 
and the accompanying reduction in 
the number of social assistance recipi- 
ents (an average decrease of 40.6% 
between 1994 and 2002).2 This article 
offers a look at the circumstances 
facing Canada’s working poor. 


The most striking observations are that 
low-paid workers face a very different 
situation from low-income workers, 
and that family circumstances have 
more to do with their low incomes 
than the labour market. In fact, most 
low-paid workers do not have a low 
family income. (In 2001, only 24% 

of low-paid workers lived in a low- 
income situation.) In general, family 
circumstances play a bigger role in 
determining low income than the 

fact that an employed person may 
not work many hours. (On average, 
low-income workers worked about the 
same number of hours as those who 


did not have a low family income 

in 2001.) In Canada, in particular, 

a worker with a significant work 
effort is particularly vulnerable to low 
income if he or she is the only person 
meeting the family’s financial needs, 
and this vulnerability increases with 
the number of dependent children. 
Consequently, possible policy options 
to assist low-income workers could 
vary greatly from those to assist low- 
paid workers. 


Distinguishing Between 
“Low-Income Workers” 
and “Low-Paid Workers” 


One of the main difficulties in study- 
ing low-income workers is defining 
who they are. It’s not a simple matter 
since it involves the interplay of two 
usually distinct fields of study: work 
(which focuses on the individual) and 
low income (which focuses on the 
family). There is a great deal of confu- 
sion about low-paid workers and low- 
income workers. Low-paid workers are 
individuals whose work effort is high, 
but whose earnings are low. However, 
they are not necessarily low-income 
workers if their needs are met only 
through their own earnings as well 

as those of other family members. In 
Canada, a person who works full time 
throughout the year for minimum 
wage is considered a low-paid worker.3 
However, if this person lives with a 
spouse who earns $100,000 a year, 

for example, he or she is obviously 
not in a low-income situation and 
could not be considered a low-income 
worker. The data show that slightly 
more than three out of four low-paid 
workers did not have a low family 
income in 2001.4 A low-income 
worker, therefore, is a person whose 
work effort is high throughout the 
year, but whose family income is 
below the low income cut-off.S 
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FIGURE 1 


Number of Low-Income Persons and Low-Income Workers 


in the Target Population in 2001 (Aged 18-64, Non-Full 
Time Students) 
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FIGURE 2 


Predicted Probability* of Low Income Among Workers, 
According to Type of Family and Numbers of Income 
Earners in 2001 
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The predicted probabilities are derived from computerized regression outputs following estima- 
tions of the specific impact of each variable in the low-income probability model for workers. 


Profile of Low-Income 
Workers in Canada — 2001 


Number of Low-Income Workers 
and Dependants 


In 2001, there were 653,000 low- 
income workers in Canada and 

1.5 million persons directly affected 
by low income, more than one third 
of whom were children under the 
age of 18. This group of 1.5 million 
represented more than 50% of all 
low-income persons in Canada. 


Work Effort of Low-Income Workers 


In 2001, most low-income workers 
demonstrated a significant work 
effort: 76% of them stated they had 
had 1,500 hours or more of paid 
work during the year. This percentage 
is slightly lower than that of workers 
who were not in a low-income situa- 
tion in 2001 (88%). However, the 
average number of hours of work by 
low-income workers was very close 

to that of other workers® and even 
slightly higher (2,090 hours compared 
to 2,050 hours in 2001). 


Labour Market Conditions for 
Low-Income Workers 


On average, low-income workers had 
less favourable working conditions 
than other workers despite a similar 
work effort. The hourly wage of low- 
income workers was well below that 
of workers who did not have a low 
family income in 2001 ($12/hour 
compared to $19/hour). The average 
hourly wage of low-income workers 
was also much higher than the 
minimum wage in effect in all the 
provinces in 2001. Therefore, the 
minimum wage would have to 
increase substantially to have a signifi- 
cant impact on reducing the number 
of low-income workers in Canada. 
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In addition, low-income workers 
were much less likely to have access 
to a safety net through their employ- 
ment (see tables 1 and 2). In 2001, 
low-income workers were about three 
times less likely than other workers 
to have access to various work-related 
benefits, such as union membership, 
disability insurance, and a family 
dental plan. 


Low-income workers were also much 
more likely to be self-employed or 

to have non-standard working hours. 
Of the 653,000 low-income workers 
noted in 2001, 41% stated they 

had had at least one period of self- 
employment during the year, while 
only 13% of workers who did not 
have a low income that year stated 
they had been self-employed. Last, 
nearly 40% of the low-income 
workers in paid employment during 
the year did not have a standard day- 
time work schedule, whereas this per- 
centage was significantly lower (25%) 
for other workers. 


Given these less favourable work 
conditions, can current programs help 
low-income workers effectively and 
efficiently? For example, since low- 
income workers are more likely to be 
self-employed and have non-standard 
working hours, they have less access 
than other workers to income support 
programs such as Employment Insur- 
ance. Many of them also find that the 
current 9-to-S schedule for subsidized 
day care is inadequate as well. 


Main Determinants of Low Income 
Among Workers 


Aside from wages, what makes some 
workers more likely to experience 
financial poverty than others? Low- 
income workers are a mixed group. 
However, certain characteristics 


TABLE 1 


Percentage of Workers with Access to Work-Related 
Benefits, by Low-Income Worker Status in 2001 


% with access to life or disability insurance 


% who are union members 


% whose employer offers a pension plan 


(personal, family, or work-related) 
are more closely associated with low- 
income workers, making it possible 
to target the related risk factors. 


Family plays the greatest role in deter- 
mining the probability of a worker 
experiencing a period of low income. 
Workers who are the sole earners in 
the family are much more likely to 
have a low family income than other 
workers. Unattached individuals, lone 
parents, and workers whose spouse 
does not work are most likely to be 
low-income workers. In addition, the 


TABLE 2 


Low-Income Workers Who 
Workers in Did Not Have 
2001 a Low Income 
% in 2001 
% 
17.9 61.5 
10.8 30.3 
Sit 48.7 


more dependent children that workers 
have, the greater the probability of a 
low family income, whether they are 
the only earners in the family or not. 
As indicated in Figure 2, the probabil- 
ity of low income is only 2% if a 
worker is part of a childless couple 

or if both spouses work. This figure 
increases to 26% when the worker is 
the only earner and has more than 
two dependent children. 


Table 3 shows the other characteristics 
that significantly increase the proba- 
bility of being a low-income worker. 


Percentage of Family Members with Access to Work- 
Related Benefits,* by Low-Income Family Status in 2001 


Income Family with 


% with access to a dental plan 


% with access to a health or medical 
care plan 


Note: 


Persons in a Low- 


at Least One 
Worker in 2001 


Persons in a Non- 

Low Income Family 

with at Least One 
Worker in 2001 


% % 
25.6 74.6 
26.6 74.6 


* It is assumed that the work-related dental or health plan covers all family members of the eligible 


worker. 
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They include being young, self- 
employed, a recent immigrant or an 
Aboriginal person living off reserve, 
or not working full time throughout 
the year, etc. 


It is interesting to note that among 
the persons who work many hours 
(910 hours or more during the year), 
those who belong to certain high-risk 
groups are more likely to have a low 
income than those who do not belong 
to these high-risk groups.” 


Low-Income Trends Among 
Workers, 1996 to 2001 


By examining low-income trends 
among workers over several consecu- 
tive years, we can determine such 
issues as whether their low-income 
situation is temporary and how they 
emerge from it. 


Percentage of Individuals Who Are 
Low-Income Workers 


While a small percentage of indivi- 
duals were considered low-income 
workers in 2001 (4%), a much larger 
percentage of Canadians experienced 
at least one period of low-income 
employment between 1996 and 2001. 
One out of ten persons aged 18 to 59 
in 1996, and not a full-time student, 
was a low-income worker for at least 
one year between 1996 and 2001. 


Labour Market Experiences of 
Low-Income Workers 


At first glance, people may think 
low-income workers do not exert 

a significant work effort and tend 

to alternate between employment, 
unemployment, and inactivity based 
on choice or circumstances beyond 
their control. But what is the real 
story? Table 4 shows that very few 
of the low-income workers identified 
in 1996 left the labour market in 


TABLE 3 


Non-Family-Related Characteristics that Increase the 
Predicted Probability of Low Income Among Workers in 


2001 


Difference in Predicted 
Probability of Low Income 


with the Category for which 
This Probability Is the Lowest* 


% 
Is self-employed 8.3 
Is a recent immigrant or Aboriginal person living off reserve 4.7 
Has not worked full time through the year 4.5 
Works for a small firm (< 20 employees) 3.8 
Is young (18-24) 3.6 
Lives in an area with an above-average poverty rate E Re) 
Has not completed secondary school a5 
Works in sales or service 3.1 
Has work limitations 27. 
Has little work experience (< 3 years) 1.8 


Note : 


* For example, if a worker has had at least one period of self-employment during the year, the 
percentage of probability that this person may have a low family income that year increases by 
8.3 points compared with a worker who has never been self-employed. 


subsequent years. Between 1997 and 
2001, only 15% of the low-income 
workers identified in 1996 experienced 
at least one year without any hours 
of work, and this percentage is only 
slightly lower among other workers 
(11%). However, while they remained 
in the labour market, these low- 
income workers were much more 
likely than others to slip under the 
threshold of 910 hours of work at 
least once during the five subsequent 
years (46% compared to 29%). 


Long-Term Low-Income Status Among 
the Working Poor 


Low-income workers do not often 
exit the labour market, but do they 
manage to exit low income? As may 


be expected, employment is a deter- 
mining factor (see Table 5). In fact, 
while 40% of low-income workers 
experienced persistent poverty 
between 1996 and 2001, they escaped 
poverty more often than low-income 
persons who were not working in 
1996 (61% compared to 26%). In 
addition, between 1997 and 2001, 
85% of the low-income workers 
identified in 1996 escaped poverty 

at least temporarily. 


It is interesting to note that, between 
1996 and 2001, persistent poverty 
rates and low-income exit rates were 
very consistent, whether the individu- 
als had worked a little (between 1 and 
909 hours) or a lot (910 hours and 
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TABLE 4 


Trajectory on the Labour Market (1997-2001) of 
Individuals Identified as Workers in 1996, By Low-Income 
Status in 1996 


Workers Who Did Not 


Low-Income Workers 


in 1996 Have a Low Income in 1996 
# % # % 

All 513,700 100.0 8,895,200 100.0 
Worked at least 910 hours 
every year 199,400 38.8 5,265,100 59.2 
Were consistently employed 
but had at least one year of 
< 910 hours of work 237,800 46.3 2,614,600 29.4 
Experienced at least one year 
without any work hours 76,600 14.7 1,015,500 11.4 


TABLE 5 


Long-Term Low-Income Statistics (1997-2001), by Labour 


Market Attachment of Workers in 1996 


Did Not 
Work at All 
in 1996 


Worked 
1,500+ Hours 


Worked 1 to 
909 Hours 
in 1996 


Low-Income 
Workers in 


1996 in 1996 
(910+ hours) 


No. of persons in the 


group D3; 7.00 358,200 227,600 708,500 
% who exited LI at least 

once before 2002 85.3% 84.5% 85.4% 5710 
% who were LI for one 

year only 26.1% 25.7% 29.4% 7.9% 
% who were LI for 

2 or 3 years 38.3% 37.7% 34.1% 20.6% 
% who were LI for 

4 or more years 35.6% 36.5% 36.5% 71.5% 
Average no. of years 

in low income 2.99 years 3.03 years 2.98 years 4.44 years 
% who have experienced 

persistent poverty* 39°3% 40.3% 38.4% 73.6% 


Note: 


* A person has experienced persistent poverty if the total disposable family income from 1996 to 
2001 is lower than Statistics Canada’s total after-tax low income cut-off for the same period. 


more) in 1996. Over the long term, 

it seems that the number of hours 
worked has little to do with an 
individual’s chances of exiting low 
income. The more determining factor 
is whether the individual had con- 
nected with the labour market. 


Nevertheless, not all workers manage 
to exit low income in the short term. 
From 1996 to 2001, the low-income 
workers identified at the beginning 
of the period spent on average three 
years below the low income cut-off, 
and nearly 40% of them spent four 
years or more below the cut-off. More 
than one third (36%) of those who 
left low-income status quickly (in 
1997) fell below the low-income cut- 
off in the short term (between 1998 
and 2001). In summary, although 
the working poor generally do not 
stay in a low-income situation for as 
long as other low-income persons, 
most of them experience a period 

of financial uncertainty that is more 
than temporary. 


Nearly half of the low-income 
workers who managed to exit 
poverty did so because of their 
family environment and not their 
advancement in the labour market 
(see Figure 3). Fifty-four percent of 
the low-income workers identified 
in 1996 who managed to exit low 
income before 2002 did so mainly 
because of an increase in their own 
earnings. Forty-six percent of them 
exited low income primarily because 
of a change in their family structure 
(14%) or an increase in the income 
of other family members (32%). 


Even after they had left low income, 
former low-income workers had a fam- 
ily income well below that of the rest 
of the population. From 1996 to 2001, 
the average disposable family income 
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FIGURE 3 


Main Reasons for Initially Exiting a Low-Income Situation 
Between 1997 and 2001 for Low-Income Workers 


Identified in 1996 


Change in the 
employment 
income of other 
family members 


53.5% 


Change in worker's 
employment income 


of all persons who did not have a low 
income in 1996 was $57,000. How- 
ever, this figure was nearly 40% lower 
among low-income workers who had 
exited poverty ($34,600).8 


Use of Social Assistance and 
Employment Insurance by 
Low-Income Workers 


It is easy to imagine that the bound- 
ary between low-income worker, 
social assistance recipient or Employ- 
ment Insurance recipient can some- 
times be tenuous. The more uncertain 
a job is, the fewer advantages it offers 
as (opposed to inactivity), and the 
more likely it is that the worker will 
quit the job or lose it. It is therefore 
worth examining the relationship 
between being employed and receiv- 
ing social assistance or Employment 


Insurance benefits among individuals 
identified as low-income workers at 
a certain point. 


Low-income workers tended to use 
social assistance more than other 
workers. In 1996 as in 2001, low- 
income workers were much more 
likely than other workers to have 
received social assistance benefits 
during the year (13.5% compared to 
1.5% in 1996, and 9.6% compared 

to 1.2% in 2001). While only 6% of 
the workers who did not have low 
incomes in 2001 had received social 
assistance in previous years, this figure 
rose to 30% among low-income work- 
ers and, for the majority of this group, 
social assistance benefits accounted 
for most (80% or more) of their family 
income. The low-income workers 


identified in 1996 were also more 
likely to receive social assistance bene- 
fits in the five subsequent years than 
other workers (18% compared to 3%) 
although, in this case, very few of 
them counted on social assistance 

as a main source of income. 


However, low-income workers did 
not make greater use of Employment 
Insurance than other workers. While 
12% of low-income workers in 2001 
drew Employment Insurance benefits 
in that year, this rate was 13% among 
other workers. 


Conclusion 


Despite efforts to combat low income 
and social exclusion, many Canadians 
still have difficulty integrating into the 
labour market. For the past few years, 
social policy has leaned heavily on 
employment in its fight against low 
income. While employment is an 
effective way to avoid low income, it 
is by no means a panacea. In Canada, 
as in other countries, there are people 
who enter the labour market and exert 
a significant work effort, but who find 
it difficult to make ends meet. These 
people are the working poor. 


Very little research has focused on 
describing and understanding the cir- 
cumstances facing the working poor 
in Canada. The purpose of this study 
is to shed light on some aspects of 
this poorly understood issue. The 
highlights of the study from which 
this article is taken are as follows. 


e In 2001, about 50% of low-income 
Canadians had at least one earner 
in the family. 


¢ Between 1996 and 2001, one out of 
ten persons who was able to work 
was a low-income worker. 
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e The work effort of low-income 
workers is significant. However, 
their work conditions are much 
less favourable than those of 
workers who do not have a low 
family income. 


e Family circumstances are a major 
factor for low-income workers. In 
Canada, families with only one 
earner face a greater risk of poverty, 
and this risk increases with the 
number of children in the family. 


+ While employment helps people 
exit poverty, the situation in which 
low-income workers find them- 
selves is more than temporary. 


The study enabled us to gain a better 
understanding of low-income workers 
in Canada and to distinguish between 
them and low-paid workers. The next 
major step is to consider the types of 
policies and programs that could be 
developed to help low-income workers 
achieve greater self-sufficiency. 


1 The present article summarizes the main 
findings of a broader in-progress research 
on the working poor in Canada. Results 
of this broader research have not been 
released yet. However, a draft of the first 
article entitled “A Profile of the Working 
Poor in Canada” is available at the fol- 
lowing address: <http://cerf.mcmaster.ca/ 
conferences/June2004/fortin.pdf>. 


2 Karabegoviæ, Amela (May 2003). 


3 The Canadian Policy Research Networks 
define a low-paid worker as someone 
who works full time throughout the year 
but who earns less than $20,000. 


4 All statistical information in this article is 
based on the authors’ calculations using 
the master files of the Survey of Labour 
and Income Dynamics, 2001. 


S For the purpose of this empirical study 
from which this article is drawn, the 
authors define low-income workers as 
follows. 
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Period analyses: Individuals aged 18 
to 64 who are not full-time students, 
have worked a minimum of 910 
hours for pay and who, using their 
disposable family income, cannot pur- 
chase the market basket of goods and 
services specified by the Market Basket 
Measure (MBM) during the year in 
question. 


Longitudinal analyses: Individuals 
aged 18 to 64 who are not full-time 
students, have worked a minimum of 
910 hours for pay and whose dispos- 
able family income does not exceed 
Statistics Canada’s after-tax low 
income cut-off during the year in 
question. 


For the purpose of the longitudinal 
analysis, the authors had to change the 
measurement of low income in order to 
identify low-income workers since the 
MBM thresholds are not available prior 
to 2000. However, they conducted tests 
to determine the soundness of results 
for 2001 and found that, although the 
number of low-income workers is higher 
when the MBM is used, the profile for 
low-income workers is very similar 
whether the MBM is used or the after-tax 
low income cut-off. 


In this article, “other workers” refers to 
individuals aged 18 to 64 who are not 
full-time students and have worked at 
least 910 hours for pay during the year 
but do not have a low family income. 


Research has led to the identification of 
certain groups who are particularly at risk 
of experiencing long periods of low 
income, exclusion from the labour mar- 
ket or social marginalization in Canada. 
These groups are lone parents, Aboriginal 
peoples, persons who have immigrated 
to Canada within 10 years prior to the 
year in question, persons with a long- 
term illness or a physical or mental 
condition that limits their ability to 
work, and persons aged 45 to 64 living 
alone. 


The ratio between average disposable 
incomes ([57,000/34,600] = 1.6) remains 
fairly consistent even when adjusted to 
reflect family size ([33,000/20,0001] = 
1.65). 


Cornerstones of 
Community 


Non-profit and Voluntary Organizations 
have a significant economic presence, 
and engage millions of Canadians, 
who join them as members, donating 
their time and money. They are an 
integral part of Canadian life, serving 
as vehicles to involve millions of Canadi- 
ans in efforts to address needs in their 
communities. They operate in a broad 
range of areas, often working locally to 
provide public benefits. While many 
operate on a shoestring and are driven 
solely by voluntary effort, some com- 
mand substantial human and financial 
resources in pursuit of their missions. 
What they have in common is their 
goal to serve the public or their mem- 
bers, and an institutional form that 
does not allow profits to be distributed 
to owners or directors. 


Findings from the National Survey of 
Non-profit and Voluntary Organizations 
provide the first portrait of non-profit 
and voluntary organizations in Canada. 
The study reveals a diverse set of organi- 
zations that touch virtually every aspect 
of Canadians’ lives. 


For more information, please see the 
Statistics Canada report, Cornerstones of 
Community: Highlights from the National 
Survey of Non-profit and Voluntary Orga- 
nizations. The report is available as a 
free downloadable electronic publica- 
tion from Statistics Canada’s web site 

at <www.statcan.ca>. The catalogue 
number is 61-533-WPE. 
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Introduction 


his article examines the 

income experiences of elderly 

immigrants in Canada. The 
findings presented here are taken 
from a larger study under way in 
the Strategic Research and Statistics 
Division at Citizenship and Immigra- 
tion Canada. The complete study 
investigates the demographics, labour 
market experiences, and income 
situations of elderly immigrants in 
Canada. It distinguishes between 
immigrants who come to Canada 
in an older age group and those who 
reach an older age group after spend- 
ing time in Canada. The results pre- 
sented here focus on the differences 
in income sources and composition 
between three groups of elderly immi- 
grants: those who landed in Canada 
aged 40-49 years, 50-59 years, and 
60 years or older.! Results are pre- 
sented for each elderly group and for 
the largest immigration categories 
within each group. 


Data and Definitions 


Two general types of income are 
investigated in this analysis. The 

first is referred to as market income, 
which represents income available to 
the working age population. Market 
income includes income from employ- 
ment earnings, self-employment 
earnings, investment, Employment 
Insurance, and social assistance. The 
second income type is referred to as 
retirement income, which represents 
income available exclusively to the 
elderly. Retirement income includes 
income from the Canada Pension 
Plan/Quebec Pension Plan (CPP/QPP),2 
Old Age Security (OAS), the Guaran- 
teed Income Supplement (GIS) and 
Allowance, Registered Retirement 


Savings Plans (RRSPs), and private 
pension plans. A brief description of 

a few of the retirement income sources 
is required since eligibility require- 
ments may affect immigrants’ access 
to them. 


Sources of Income 


It is not feasible to present the results 
here for each category of immigrant 
in each of the three elderly groups. 
Thus, this discussion is limited to 
findings for the elderly groups as a 
whole and for the immigrant cate- 
gories that represent the largest share 
of each elderly group. Table 1 pres- 
ents the immigrant category composi- 
tion of the elderly populations used 
in this analysis. 


Figure 1 shows the percentages of the 
long-term elderly population with no 
income, market income, retirement 
income, or both market and retire- 
ment income.* Although the percent- 
age is decreasing with additional years 
spent in Canada, the majority of 
long-term elders rely solely on market 
income until 15 years after landing. 
The decline in the proportion relying 
exclusively on market income is paral- 
leled by an increase in the proportion 
receiving either retirement income 

or both types of income. Over the 
observed period, the percentage of 
the long-term elderly population with 
only market income falls from about 
70% to 30%, while the percentage 
receiving some or all of their income 
from retirement increases from 20% 
to 70%, with roughly 20% relying 
exclusively on retirement income in 
the 20th year. 


These findings are very similar to 
those observed for long-term elders 
who landed in Canada as skilled 
principal applicants (25% of this 
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population). The population of skilled TABLE 1 
principal applicants fully relying on 

market income exhibits a similar 

decline over the observed period, 

while the proportion relying on retire- Immigration Long-Term Short-Term Immediate 
ment income or both income types Category Elders (%)  Elders (%)  Elders (%) 
increases. However, throughout the 
entire period, the proportion of skilled 
principal applicants with only market Economic — skilled spouse or dependant 8.9 22 0.4 
income remains 10% higher than the 
proportion for all long-term elders. 
Correspondingly, the proportion of Family — parent or grandparent 25:3 61.7 76.6 
skilled principal applicants with only 
retirement income is 10% lower. 


Disaggregation of Elderly Populations by Immigration 
Category 


Economic — skilled principal applicant 24.6 92 3 
Economic — other 1227 6.2 1.2 


Family — other 1022 Bye 3.4 
The results for the entire population EU Vee ce os 
of long-term elders are notably differ- Retired 152 8.1 ales 
ent from those observed for long-term 
elders who landed under the family 
class as parents or grandparents Total 100 100 100 
(25% of this population). The pro- 
portion of parents and grandparents 
relying solely on market income 
exhibits Le same EURE the FIGURE 1 

10-year period; however, it is 20% to 

25% below the proportion observed Percentages of the Long-Term Elderly Population with No 
for all long-term elders. Coinciding Income, Market Income, Retirement Income, or Both 

with this, 15% to 20% more of the Market and Retirement Income in Tax Year 2000° 
parents and grandparents rely fully 

on retirement income. Additionally, 100% 


up until 15 years after landing, the aa ; 
proportion of parents and grandpar- 
ents with no source of income is Sue | + 
10% higher than the proportion 70% - : ; 
observed for all long-term elders. & 60% 
Figure 2 presents the percentages of 50% 7 EE = | 
the short-term elderly population 40% — - — — - 
with no income, market income, 30% Ly à es: 
retirement income, or both market 

i 20% — | = 
and retirement income. During the 
first five years after landing, 70% of 10% 

te L | 
11 IZ 1e 14 D 16 17 18 19 


Other 0.1 0.6 0 


Source: IMDB.5 


% of Population 


SS 


short-term elders rely exclusively on 0 
market income. After the five-year 

mark, this percentage begins to Years Since Landing 
decrease as the percentage possessing 
retirement income increases. Ten years 
after landing, only 35% of short-term 
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FIGURE 


Percentages of the Short-Term Elderly Population with 
No Income, Market Income, Retirement Income, or Both 
Market and Retirement Income in Tax Year 2000 
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FIGURE 3 
Percentages of the Immediate Elderly Population with 
No Income, Market Income, Retirement Income, or Both 
Market and Retirement Income in Tax Year 2000 
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elders rely on market income alone. 
In the 10th year, 50% receive some or 
all of their income from retirement 
sources, and this percentage continues 
to increase. After 14 years, over 90% 
of the short-term elderly population 

is in receipt of some source of retire- 
ment income, with between 30% 

and 40% relying solely on retirement 
income. Also noteworthy is the 
decline in the proportion of short- 
term elders with no source of income. 
During the first seven years after land- 
ing, the proportion with no source 

of income is between 20% and 30%. 
After 11 years, this falls to less than 
0% and after 20 years, all short-term 
elders are in receipt of income from 
at least one source.” 


a 


These results are nearly identical to 
those for the short-term elders who 
landed under the family class as 
parents or grandparents (62% of this 
population). One difference is that, 
during the first 10 years after landing, 
the proportion with no source of 
income is 5% higher for the parents 
and grandparents. The only other dif- 
ference is observed at 10 to 12 years 
after landing where, for parents and 
grandparents, 10% less of the popula- 
tion relies solely on market income 
and 10% more relies on retirement 
income. These differences are partially 
explained by examining the income 
sources of the second and third 
largest components of the short- 
term elderly population. 


The short-term elders who landed as 
skilled principal applicants (9% of this 
population) also exhibit similar find- 
ings to those of the entire population. 
However, there are a few notable dif- 
ferences. First, the skilled principal 
applicant population with no income 
during the first 10 years after landing 
is 10% to 20% lower than that 


ce 
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observed for all short-term elders. FIGURE 4 
Second, at 10 to 12 years after landing, 


the proportion of skilled principal Percentages of Average Annual Income from Private 
applicants with market income is 10% and Public Market Sources, and Contributory and Non- 
to 15% higher than that for all short- Contributory Retirement Sources, for Long-Term Elders in 
term elders, and the proportion with Tax Year 2000 


retirement income is 10% lower. 


— 20% lower than that observed for 
the total population of short-term 
elders. This coincides with 10% more 
retired immigrants having both 
sources of income. 


Os = 
10% - 
0% — 


100% — 
The short-term elders who landed as 90% — 
retired immigrants (8% of this popu- nee 
lation) have income sources very simi- 
lar to those observed for the skilled g De 
principal applicants. The only differ- S 60% 
ence is that from the 10-year mark, ls 
the share of retired immigrants with S 40% 
only retirement income is even lower é 30% — 


11 
oe a ie 
Figure 3 presents the percentages of 
the immediate elderly population with M R-NonCont HM R-Cont M M-Public 8 M-Private 
no income, market income, retirement 
income, or both market and retire- 


ment income. During the first seven during these years, this proportion 10 years after landing, the proportion 
years after landing, about half of the ranges from 25% to 40%, about 5% of retired immigrants with only mar- 
immediate elders receive income from to 10% higher than the proportion ket income is 15% to 20% higher than 
market sources. This is the lowest pro- of short-term elders with no source that of all immediate elders, and the 
portion out of all three elderly groups. of income. proportion with no source of income 
After seven years, this percentage is 15% to 20% lower. Additionally, 


These findings are identical to those 
th f i - - 
begins to decrease as the percentage el ollowing the 10-year mark, the pro 


with retirement income or income ; portion of retired immigrants with 
: who landed under the family class ; : 
from both sources begins to increase. IRS aie ordi arc HG both sources of income is 5% to 10% 
By the 10-year mark, only 10% of P + ë P : larger than that of the total immediate 
; , ; not surprising since parents and 4 ; 
immediate elders rely exclusively elderly population and the proportion 
; grandparents make up over three quar- : : ; 

on market income. Eleven years after : : x relving exclusively on retirement 

: ; ters of the population of immediate 4 : : 
landing, three years earlier than is the income is 5% to 10% lower. Despite 

elders. In contrast to short-term elders, : 
case for short-term elders, over 90% | moe these differences, the results for the 
‘ ; à the differences in income sources k 

of the immediate elderly population : . à entire population of immediate elders 

: oe experienced by immediate elders in ; 
receive some or all of their income ; truly reflect the experiences of the 

: : other immigrant categories are not 4 ; 

from retirement sources, with about parents and grandparents in this 


l h to affect th Its f 
30% of the population relying solely me ee aa ee, : can a elderly group. 
: ; ae the entire population. Immediate eld- 
on this source of income. Similar to 


ers who landed as retired immigrants, iti 
short-term elders, immediate elders teak 6 Composition of Income 


ae é à ; for example, account for 11% of this 
exhibit a decreasing proportion with . : 
; we ‘ population and show some differences 
no source of income within the first 


in income experiences. During the first 
10 years after landing. However, P 6 


Figures 4 to 6 present the composition 
of average income for long-term, 
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FIGURE 5 


Percentages of Average Annual Income from Private 
and Public Market Sources, and Contributory and 
Non-Contributory Retirement Sources, for Short-Term 


Elders in Tax Year 2000 
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short-term, and immediate elders, 
respectively. In this analysis, average 
income is disaggregated into four 
components: private and public 
market income, and contributory 
and non-contributory retirement 
income. Private market income 
(M-Private) includes employment 
earnings, self-employment earnings, 
and investment income. Public 
market income (M-Public) includes 
income from Employment Insurance 
and social assistance. Contributory 
retirement income (R-Cont) includes 
income from CPP/QPP, RRSPs, 

and private pension plans. Non- 
contributory retirement (R-NonCont) 
income includes income from the 
OAS and GIS. 


Figure 4 presents the disaggregation of 
average income for long-term elderly 
immigrants. In the first 15 years after 
landing, 80% or more of long-term 
elders’ average income comes from 
private market sources. From years 
16 through 20, this share decreases 
by 15 percentage points, while the 
share of income from contributory 
and non-contributory retirement 
sources increase by five percentage 
points each. 


These results are similar to those of 
the skilled principal applicants in this 
population. The only differences are 
that, for the skilled principal appli- 
cants, the share of private market 
income is about 5% to 10% higher 
throughout the observation period 


and the share of non-contributory 
retirement income is about 10% lower. 


The parents and grandparents in this 
population illustrate different results. 
First, the share of private market 
income is remarkably lower than 
that for all long-term elders. It begins 
at 70% but quickly declines to 46% 
and 17% in the 15th and 20th years, 
respectively. Second, the share of 
public market income is roughly 
10% higher in each year than it 

was for the entire long-term elderly 
population. Finally, the share of non- 
contributory retirement income is 
substantially higher than that for 

all long-term elders. After 12 years, 

it makes up 21% of average income 
and increases rapidly such that 

after 20 years, income from non- 
contributory retirement sources 
makes up 60% of the income 
parents and grandparents receive. 


Figure S presents the disaggregation 
of average income for short-term 
elderly immigrants. In the first year 
after landing, short-term elders receive 
roughly 85% of their income from 
private market sources. However, 

this share decreases steadily and 

after 15 years, falls to 26%, 50% lower 
than the share observed for the long- 
term elderly population. Over the 
same period, the share of income from 
contributory and non-contributory 
retirement sources increases by 15 
and SO percentage points, respec- 
tively. The trend continues and after 
20 years, the share of income from 
private market sources is 14%, while 
the shares from contributory and 
non-contributory retirement sources 
are 23% and 60%, respectively. 
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These results are generally similar to FIGURE 6 
those of the parents and grandparents 

in this population, with only a few 

differences occurring after 10 years. 

From the 10-year mark and on, 

parents and grandparents have a 

10% to 15% lower share of income "SARA Cece thes Tees tls, Amies «> | 


from private market sources, a 5% 
to 10% lower share of income from A 
contributory retirement sources, 80% 
and roughly a 15% higher share 70% 
of income from non-contributory 60% 
retirement sources. 

50% 
In contrast, over the same period, 40% 
the skilled principal applicants in this 
population have a 10% to 15% higher 
share of income from private market 
sources, a 10% to 20% higher share 10% 
of income from contributory retire- 0% 
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lower share of income from non- 
contributory retirement sources. 
The retired immigrants in this popu- M R-NonCont MR-Cont I M-Public I M-Private 
lation experience income situations 

similar to the skilled principal appli- 

cants. However, they have a slightly 


Percentages of Average Annual Income from Private 
and Public Market Sources, and Contributory and 
Non-Contributory Retirement Sources, for Immediate 
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market sources offset by a higher Number of Immediate, Short-Term, and Long-Term Elders 
Ur Captured in the IMDB in Tax Year 2000 


retirement sources. 


Figure 6 gives the disaggregation of 
average income for the immediate 
elderly population. In the first year 
after landing, immediate elders receive 
roughly 60% of their income from 
private market sources, a share 25% 
lower than that observed for short- 
term elders. The lower share from 
private market sources is offset with 

a 20% higher share from public mar- 
ket sources. The share from private E 
market sources continues to decrease long-term elders 
each year and after 15 years, it 
has fallen to 17%. Over the same 


immediate elders 
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period, the share of income from 
non-contributory retirement sources 
increases by 40 percentage points. By 
the 20-year mark, the share of income 
from private market sources is 11 per- 
cent, while the shares from contribu- 
tory and non-contributory retirement 


sources are 23% and 63%, respectively. 


These results are, again, much like 
those of the parents and grandparents 
in this population, with only a few 
differences occurring after 10 years. 
From this point forward, parents 

and grandparents have a 5% lower 
share of income from private market 
sources, a 10% lower share of income 
from contributory retirement sources, 
and a 10% higher share of income 
from non-contributory retirement 
sources. In contrast, during this period 
retired immigrants in this population 
have a 15% to 20% higher share of 
income from private market sources, 
a 20% to 25% higher share of income 
from contributory retirement sources, 
and 35% lower share of income from 
non-contributory retirement sources. 


Conclusion 


It is clear that differences in the 
sources and composition of income 
exist across the three groups of elderly 
immigrants. With respect to income 
sources, there is evidence of a relation- 
ship between the length of time spent 
in Canada and reliance on certain 
sources of income. Long-term elders 
rely on market income most heavily 
and for a longer period. Consequently, 
fewer long-term elders receive income 
exclusively from retirement sources. 
Short-term elders are less reliant on 
market income; however, they are still 
more reliant than immediate elders. 


There also appears to be a relationship 
between immigration category and 
reliance on particular sources of 
income. For example, skilled principal 
applicants exhibit more reliance on 
market income, while parents and 
grandparents show more reliance on 
retirement income. 


In the case of income composition, 
differences across the elderly groups 
and immigration categories are also 
observed. Similar to the results 
observed in the examination of 
income sources, there appears to be 

a relationship between the length 

of residency in Canada and the com- 
position of income. Long-term elders 
receive a larger share of their income 
from private market sources than 
either of the other two elderly groups. 
This is especially true for skilled prin- 
cipal applicants within this group. 
Although, short-term elders have a 
lower share of income from private 
market sources, this share remains 
higher than that for the immediate 
elder population. The lesser degree 

of reliance on market income for 

the short-term and immediate elder 
groups may be partially explained by 
the larger component of parents and 
grandparents in these groups. Parents 
and grandparents in both groups were 
found to receive substantially larger 
shares of their average incomes from 
non-contributory retirement sources. 


Further research is required to investi- 
gate the relationships observed in this 
analysis. A more in-depth look at the 
characteristics of elderly immigrants 
and the economic experiences of their 
families will allow for a better under- 
standing of the income situations of 
elderly immigrants in Canada. 
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Notes 


1 Throughout this analysis, the elderly 
population is defined as those aged 60 
years or older in a given tax year. The 
elderly immigrant population is divided 
into three groups: “long-term elders” 
who landed in Canada at age 40-49, 
“short-term elders” who landed at age 50- 
59, and “immediate elders” who landed 
at age 60 or older. Defining the elderly 
population as 60 years or older was done 
for a few reasons. First, this is the age that 
most Canadians can initiate their 
CPP/QPP, which is a common source of 
income for many elderly Canadians. Sec- 
ond, related literature has also chosen age 
60 or older to define the elderly popula- 
tion; therefore, results found here may 
be compared (Baker and Benjamin, 2002; 
Basavarajappa, 1999). Third, a prelimi- 
nary analysis on the employment behav- 
iour of immigrants found very similar 
patterns between immigrants 60 and 
older and immigrants 65 and older. 
Choosing the 60 and older population 
increases the sample size for the analysis 
and thus, strengthens the statistical 
results. 


2 The CPP/QPP is a contributory pension 
that is related to an individual’s lifetime 
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earnings. Although there are no special 
provisions for immigrants, their benefits 
will be directly related to the length of 
time they have worked in Canada. To 
qualify, an individual must have made 

a minimum of one valid contribution to 
the Plan and be at least 65 years of age. 
It is possible to qualify for a reduced 
pension between the ages of 60-64 if a 
person stops working or earns less than 
the current monthly maximum CPP/QPP 
payment. 


The OAS is a non-contributory pension 
related to an individual’s years of resi- 
dence in Canada. It is available to 
Canadians 65 years of age or older who 
have a minimum of 10 years of residence 
in Canada after reaching age 18. A full 
OAS pension is only available to those 
who have lived in Canada for 40 years 
or longer. A person who cannot meet the 
requirements for the full OAS pension 
may qualify for a partial pension. A 
partial pension is earned at the rate of 
1/40th of the full monthly pension for 
each year an individual has lived in 
Canada after reaching age 18. 


The GIS is another non-contributory 
pension and is available to residents of 
Canada who receive a full or partial OAS 
pension. Guaranteed Income Supplement 
benefits may begin in the same month as 
OAS benefits. To qualify for GIS, a person 
must be in receipt of an OAS pension 
and have an annual income not exceed- 
ing a specified amount. Sponsored immi- 
grants from countries with which Canada 
has agreements are not eligible for GIS 
during their sponsorship period (up to a 
maximum of 10 years). The OAS and 

GIS are activated on approval of an indi- 
vidual’s application, with GIS requiring 
individuals to reapply on an annual basis. 


The Allowance is a non-contributory 
pension available to the spouse or com- 
mon-law partner of a pensioner receiving 
the OAS and/or GIS, or to a survivor. 
Canadian citizens or permanent residents 
between the ages of 60 and 64 who have 
lived in Canada for at least 10 years are 
eligible to receive the Allowance. To 
qualify, the combined annual income of 
the couple, or the annual income of the 
survivor must not exceed the specified 
limits. The Allowance stops when the 
recipient reaches age 65 and becomes eli- 
gible for the OAS. Sponsored immigrants 
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wishing to apply for the Allowance face 
the same eligibility requirements as those 
applying for the GIS. 


In addition to these retirement sources, 
the Guaranteed Annual Income System 
(GAINS) is available to residents of 
Ontario 65 years of age or older. More 
information on GAINS can be found on 
the Ontario Ministry of Finance’s Web 
site: < http://www.trd.fin.gov.on.ca>. 
Similar programs may also exist in other 
provinces. 


Findings for each immigration category 
will be presented in the larger report 
being produced by the Strategic Research 
and Statistics Division of Citizenship and 
Immigration Canada. The anticipated 
release date for this report is early 2005. 


Individuals with no source of income 
may have filed taxes to receive certain 
tax credits (e.g., GST credit). 


The primary source of data used in this 
analysis is the longitudinal Immigration 
Database (IMDB). The IMDB is managed 
by Statistics Canada on behalf of a 
federal-provincial consortium led by 
Citizenship and Immigration Canada. 
The IMDB combines administrative 
records on immigration with taxation 
information to form a comprehensive 
source of data on the labour market 
experiences of the landed immigrant 
population. The IMDB covers the period 
1980-2000, providing data on about 

2.5 million immigrants in Canada. To 
be captured in this sample, an individual 
must have filed a tax return at least once 
during the period 1980-2000. 


In figures 1 to 6, it is important to 
recognize that the size of the elderly 
cohorts examined changes across years 
since landing, as existing elders exit the 
population and new elders enter. Figure 7 
presents the cohort sizes for each elderly 
group in tax year 2000 by years since 
landing. All information reported in 
figures 1 to 7 is taken from the IMDB. 


Although long-term elders could not 

be observed until 11 years after landing, 
a similar pattern for the proportion with 
no income was seen from the 11-year 
mark. 


Immigrant Integration 


Immigrants are not fools: they leave 
their homes in the hope of finding 
something better, not just economic 
opportunity, but also freedom and a 
sense of belonging. 


What happens when immigrants try 

to adjust to Canada? Neither the immi- 
grants themselves nor Canadian society 
understand the daunting venture of 
giving up on one country in exchange 
for another. 


Historical grievances, xenophobia, 
security concerns and cultural misunder- 
standings make it stressful for immi- 
grants to adapt to Canada, and vice 
versa. Recently, fears of terrorism have 
complicated things further, especially for 
Canada’s growing Muslim population. 


More than just a personal memoir, 
Cherif Rifaat's book confronts both the 
immigrant’s and society’s misconcep- 
tions, describes Canada’s uniqueness 
with respect to immigrant integration, 
and does not hesitate to recommend 
changes in policy that may be contro- 
versial in some circles. 


Rifaat, Cherif. 2004. Immigrants Adapt, 
Countries Adopt...Or Not: Fitting Into 
the Cultural Mosaic. Montreal: New 
Canadians Press. 
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o support the development of 

effective measures to prevent 

and reduce homelessness, the 
National Research Program (NRP) of 
the National Secretariat on Homeless- 
ness has undertaken a review of print 
and electronic documents relating 
homelessness to education, employ- 
ment, and income support.! The 
review indicates there is very little 
documented Canadian research 
exploring these themes. 


A general point on which several 
authors agree is that homelessness is 
both affected by and affects education, 
employment, and income support, as 
well as related topics, such as health 
and addictions. However, concrete 
theoretical models relating education, 
employment, or income support to 
homelessness are rare in the Canadian 
literature. To rectify this situation, in- 
depth studies that use and document 
more rigorous research methods have 
recently been published. Such studies 
provide initial insights into the train- 
ing and economic activities of people 
who are homeless. Further use of such 
empirical research methods is needed 
to direct future research and trial 
interventions in this domain. 


Existing Knowledge 


In examining existing Canadian litera- 
ture, the following can be said with 
some certainty. 


e Difficulties with education, employ- 
ment, and income support can be 
related to difficulties with health, 
mental health, and addictions, and 
all of these factors both affect and 
are affected by homelessness. 


e Specific sub-populations of home- 
less people, such as First Nations 
people and youth, face considerable 


challenges in the areas of education 
and employment. 


+ Among homeless people, there 
are high rates of unemployment. 
Many have not completed high 
school, and income support is 
often difficult to access. 


e There is agreement on the need for 
programs in education, training, 
and employment. Toward this end, 
several programs exist. However, 
information is lacking on the 
details of their operations, and 
objective evaluations of their 
performance are rare. 


Homelessness as Cause and Effect 


It has been known for some time 
that areas of concern, such as health, 
mental health, and addictions, are 
related to education, employment, 
and income support. In turn, these 
areas affect, and are affected by, 
homelessness (Smart and Ogborne, 
1994). However, while correlations 
are evident, deeper studies of these 
associations are rare. As a result, it 
is difficult to understand causality 
when examining any of these 
factors and an individual’s current 
life situation. Longitudinal research 
would be helpful in understanding 
these interactions. 


Although it is easy to imagine how 
homelessness might impact attempts 
to secure education, employment, or 
financial stability, very little research 
exists that attempts to evaluate serv- 
ices to assist with these challenges. 
In a Toronto study, street youth par- 
ticipants noted that a lack of services 
to assist with difficulties regarding 
contacting and being contacted by 
employers, preparing résumés, and 
getting to work on time in clean 
clothes makes gainful employment 
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difficult to obtain (Dachner and 
Tarasuk, 2002). Homeless people also 
report the need for facilities to safe- 
guard their money and identification 
(Bergeron et al., 2000). 


The impact of health and mental 
health on education, employment, 
and income and, subsequently, home- 
lessness has been studied directly in 
the United States by Zuvekas and Hill 
(2000). They surveyed 471 homeless 
adults, randomly selected from shel- 
ters, and found that a large number 
of them worked, but few were able 

to generate significant earnings from 
employment alone. Many had physi- 
cal health problems and addictions 
that limited both their ability to 
work and to access assistance with 
their health. These findings suggest 
avenues for future Canadian research. 


Sub-Populations with Specific 
Difficulties 


In developing responses to the chal- 
lenges identified above, it must also 
be recognized that access to education 
and employment can vary by identity 
and circumstance. Greater difficulties 
have been noted for First Nations 
people (Hull, 2000) and people com- 
ing from foster care (Fitzgerald, 1995). 
Descriptive research indicates many 
homeless youth are not on income 
support as they find it too difficult 

to access (Gaetz and O’Grady, 2002; 
Raising the Roof, 2001). Other barriers 
to income support include policies 
regarding youth aged 16-18 years 
(Fitzgerald, 1995). 


The challenges faced by youth have 
been the subject of much of the work 
in this area. Gaetz and O’Grady (2002) 
completed significant research on the 
economic activity of youth from a 
sociological perspective. They found 


that youth might be involved in 
several different income-generating 
activities in a week or even in a given 
day. The authors also found that 
83.4% of young men and 87.8% of 
young women indicated they were 
interested in finding paid employ- 
ment. Furthermore, contrary to some 
stereotypes, the youth were interested 
in employment in the formal econ- 
omy. The researchers found, however, 


homelessness, and access to education 
for homeless young women (Novac et 
al., 2002). 


In summary, several authors have 
documented the specific challenges 
with regards to education, employ- 
ment, and income support of several 
sub-populations. While much remains 
to be done, this research provides a 
starting point. 


Several authors agree that homelessness is both affected by and 


affects education, employment, and income support, as well as 
related topics, such as health and addictions. 


that the ability of these youth to join 
the formal economy was influenced 
by the youth’s abilities and aspects 
of their lifestyle, history, and social 
relationships. Therefore, the authors 
concluded that successful strategies 
to move young people off the street 
cannot rest simply on low-paying 
employment or the addition of hard 
and soft skills. Instead, various training 
and support services, combined with 
adequate income support are needed. 


In a similar study, O’Grady and 
Greene (2003) explored the effect of 
legislation banning squeegee cleaning 
and the subsequent decrease in this 
source of economic activity for home- 
less youth. They found that the hous- 
ing situation for youth eroded after 
this legislation was introduced. 


One study of young women at risk 
of homelessness recommended more 
opportunities for education and 
employment for youth, as well as 
changes to the Employment Insurance 
Act, supportive educational programs, 
services within schools to prevent 


The Need for Education, Employment, 
and Greater Income Support 


Many authors cited under-employ- 
ment, the lack of training, and insuf- 
ficient social assistance as causes of 
homelessness (e.g., Charette, 1991; 
Falvo, 2003). Indeed, it is common 
to find references to low levels of 
education and high unemployment 
in most surveys of homeless people 
(Aubry et al., 2003; Norman et al, 
1993; Raising the Roof, 2001). 


In contrast to the United States, 
research on homelessness and educa- 
tion, employment and income support 
in Canada has a short history with few 
large surveys based on data collected 
over several years. Nevertheless, while 
much remains to be determined, edu- 
cation appears to be a key factor: the 
percentage of homeless people without 
high school has been cited as ranging 
between 63% and 90% in Ottawa and 
Toronto (CMHC, 2001). As well, many 
homeless youth not in school express 
an interest in returning to school 
(Aubry et al., 2003). Some initial 
patterns between education and 
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employment have been observed. 
Tolomiczenko and Goering (1998) 
found that 64.3% of their sample of 
shelter users in Toronto did not finish 
high school (vs. 34% for all Canadians) 
and, when compared to information 
on employment, found a pattern in 
which those who did not drop out 
were more likely to be employed. In 

a sample of youth, it was also found 
that those with the least education 
were more likely to be involved in less 
stable or illegal economic activities, 
such as the drug trade or prostitution 
(Gaetz and O’Grady, 2002). 


Aside from such descriptive statistics, 
little is known about the factors 
related to homeless people’s education 
and the relationships among these fac- 
tors. In general, very little information 
was located on how to address the 
education needs of homeless people 
in Canada. There is some initial quali- 
tative evidence suggesting assistance 
with physical and learning disabilities 
would be a potentially important 
service as these have had a negative 
impact on schooling and employment 
among homeless people (Guirguis- 
Younger, Runnels, and Aubrey, 2003). 
However, much research remains to 
be done in this area. 


In contrast, unemployment rates, 
inadequate income, and difficulties 
with income support have been well 
documented as causes and contribut- 
ing factors to people cycling in and 
out of homelessness (Eberle et al., 
2001). In a study of at risk homeless 
people, 21% reported being unem- 
ployed (GVRD, 2002). Among sur- 
veyed shelter users, 38% had no 
current income and only 20% 

were receiving any welfare support 
(Tolomiczenko and Goering, 1998). 


Of 360 homeless Toronto youth, only 
15% identified paid employment as 
their primary source of income and 
only 15% reported being on social 
assistance (Gaetz and O’Grady, 2002). 
In addition to documenting the rates 
of unemployment and poverty among 
homeless people, researchers have 
begun to explore the distribution 

of homelessness and contrast it with 
the distribution of services (Bunting 
et al., 2002). 


Homeless people surveyed by the 
national charitable organization, 
Raising the Roof (2001), also described 
difficulties accessing social assistance. 
The Raising the Roof study, From 
Street to Stability, recommended that 
the welfare system be better designed 
to provide immediate assistance to 
those in crisis and to simplify the 
application process. It also recom- 
mended higher minimum wages, 
more job training, job seeking assis- 
tance, and apprenticeship programs. 
Unfortunately, the report is largely 
descriptive, and although it highlights 
themes of potential importance in 
future studies, it does not gather suffi- 
cient information to suggest how to 
best address areas of concern. Nor 
does such descriptive work allow for 
an examination of the relative impor- 
tance of the proposed interventions. 


Despite their limitations, the above- 
mentioned works have begun to 
define the severity of these issues. 
They point to areas requiring services 
and suggest possible types of interven- 
tions to address these program gaps. 


Promising Practices 


Several reviewed documents listed 
programs labelled as education, 
employment, and income support 
for homeless people (e.g., Raising the 


Roof, 2001; CMHC, 1995). On close 
examination, however, very few of 
the projects offer well-developed pro- 
grams that explicitly target education, 
employment, and income support. 
But there are exceptions. 


Raising the Roof’s Shared Learnings 

on Homelessness Web site identifies a 
few programs targeting these areas. For 
example, the Causeway Work Centre 
of Ottawa is designed to strengthen 
skills and develop the supports neces- 
sary to sustain, in the community, an 
individual with a severe mental illness. 


Other studies look at more examples 
of educational programming. 
Although now somewhat dated, work 
by Love (1993) described a storefront 
school located in Winnipeg offering 
flexible and applied education to 
street youth. Another example is the 
Literacy and Homelessness project in 
Toronto (Trumpener, 1997). It offers 
literacy training to homeless adults 
at drop-in centres, trains service 
providers on literacy, and facilitates 
the sharing of experiences between 
literacy programs. In describing this 
and similar projects, Trumpener indi- 
cated a need to document projects 
in a more detailed manner. 


As is common in the literature, 
descriptions of the above programs 
lack the details necessary to evaluate 
their success objectively. Project 
descriptions do not indicate if they 
are being evaluated or are collecting 
data for future evaluations. Bridgman 
(2001) and other authors noted this 
shortcoming in current literature, and 
stressed the need to move beyond 
simple descriptions of projects. They 
also noted, however, that the lack of 
funding, or the short-term nature of 
funding, often discourages such 
program evaluations. 
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A clear exception to the lack of detail 
is the work of Bridgman (2001), who 
used qualitative interviews and obser- 
vations to describe the implementa- 
tion of a project designed to develop 
housing and offer employment train- 
ing for homeless youth. In the pilot 
project, youth who lacked stable hous- 
ing were trained in construction. The 
author documented issues to consider 
in this type of project and a method 


employment services for homeless 
people need to consider helping 
their clients find housing, emo- 
tional counselling, health care, 
and recreational opportunities. 


The Raising the Roof study (2001) 

identified the need for: 

— better information sharing 
regarding available programs; 

— attention to homelessness in 
the education system; 


This review confirms a lack of knowledge about education, 
employment, and income support among homeless people 
and those at risk of becoming homeless in Canada. 


for conducting similarly detailed 
examinations of other projects. This 
work marks a significant step in this 
area of exploration. 


Evaluation research on housing pro- 
grams in other jurisdictions appears to 
be more extensive than that observed 
in Canada. American researchers docu- 
mented the difficulties of evaluating 
education programs for homeless 
people (Penuel and Davey, 1998) and 
compiled a description of best prac- 
tices for employment training for 
homeless people (Beck et al., 1997). 
British researchers conducted a com- 
prehensive evaluation of a range 

of projects that provide specialist 
employment and training services 

to homeless youth (Randall and 
Brown, 1999). 


Lessons Learned 


In the limited Canadian research that 
exists, authors identified the following 
policy conclusions. 


e Researchers from Vancouver 
(CS/RESORS, 1989) concluded that 


— more social assistance programs; 

— a higher minimum wage and 
better access to employment 
insurance; 

— more assistance with finding 
employment and more opportu- 
nities for employment; 

— more training opportunities 
and affordable and flexible 
post-secondary education; and 

— greater access to support services 
to enable people to remain 
employed. 


Bridgman (2001) concluded that 
successful projects need to cross 
regulatory boundaries and ensure 
the co-operation of many different 
agencies and funding bodies. 
Indeed, such multi-agency research 
is beginning to provide examples 
of longitudinal data (e.g., Aubry 

et al., 2003). A difficulty with these 
observations is that many are based 
on opinions, reviews of others’ 
opinions, and simple descriptive 
research. Although opinions and 
descriptions are important starting 
places, it would be helpful to 


demonstrate the positive effects 
of the policy interventions recom- 
mended above through research 
design and objective measures. 


Perhaps the most important lesson 
from the literature review is that 
sustained funding is needed for 
detailed and objective research to 
design interventions and examine 
their effectiveness. Related to this 
need, a number of policy-relevant 
research gaps were also identified. 


¢ Gaetz and O’Grady (2002) sug- 
gested that to better understand 
the dynamics of the education and 
employment of homeless youth, 
there is a need for a more thorough 
understanding of how young 
people end up on the streets and 
what keeps them there. As well, 
they indicated a need to under- 
stand the changes in “occupational 
identity” that occur in youth on 
the street. More research is needed 
on the degree to which the most 
marginalized of homeless people 
are restricted from entering the 
economic mainstream. 


e In the area of homelessness and 
education, there is a need for 
research that examines the rela- 
tionships among factors related 
to education and is not simply a 
description of levels of education. 


Future Directions 


This literature review confirms a 

lack of knowledge about education, 
employment, and income support 
among homeless people and those at 
risk of becoming homeless. Although 
there are numerous examples of 
research in the United States on job 
preparation, skill development, special 
employment arrangements, income 
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support programs, and access to edu- 
cation, there is very little written on 
these topics in Canada. 


While statistics and observations 
exist in Canada of homeless people 
regarding their difficulties securing 
education, employment, and income 
support, research is required in a 
number of areas. 


e Basic information is needed on the 
employment preferences of home- 
less people. 


+ Detailed accounts of the economic 
activities of adults and youth are 
needed, particularly outside of 
Ontario. 


e Basic information on the educa- 
tional needs and preferences of 
homeless youth and adults is 
needed. 


The following efforts are required to 
obtain these sorts of data: 


e research projects with a clear 
research design, valid method, 
and objective measures; 


e detailed and objective evaluations 
of interventions to prevent and 
alleviate homelessness; and 


¢ longitudinal and multi-site research 
examining education, employment, 
and income support for homeless 
people. 


In the future, research needs to move 
beyond simple counts and descrip- 
tions to more in-depth explanations 
and the exploration of the relative 
importance of these factors. Such 
information will facilitate the design, 
implementation, and evaluation of 
effective interventions. 
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understanding of the magnitude, charac- 
teristics and causes of homelessness 
through a call for proposals process. 


Canadians preferences concerning the alloca- 
tion of time for work, care-giving, education 
and leisure, their preferences concerning the 
time at which they intend to retire. Canadians 
that participated to these focus groups were 
also ask for their opinions on policies that 
could support the reallocation of time over 
the course of life. 
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Briefing Note: Integrated Water 
Resource Management 


Integrated Water 
Resource Management 
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plans for the PRI’s freshwater project. 


This Briefing Note is the first in a new 
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Introducing the concept of Integrated Water 
Resources Management, this Note defines the 
concept, and gives examples of its practical 
application. 
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y way of evidence-based policy 

discussions, the OECD signifi- 

cantly influences the conceptu- 
alization of socio-economic policy 
debates in both member and non- 
member states around the world. 
As such, the Organization’s recently 
declared intention to re-evaluate the 
fundamental assumptions and princi- 
ples that underpin its Jobs Strategy, a 
document that for the past 10 years 
has served as the foundation for its 
annual Employment Outlook, is 
cause to take notice. 


The reassessment of core assumptions 
is largely driven by shifts within the 
labour markets of member states. A 
decade ago, the OECD Jobs Strategy 
was crafted with the intent of outlin- 
ing reforms that would slash high 

and persistent unemployment in 
OECD member states. At that time, 
major structural reforms regarding 
employment protection legislation, 
pension systems, and employment 
supports (such as unemployment 
insurance and active labour market 
measures) were seen as vital. The 
Employment Outlook has provided 
annual reports on the implementation 
of these reforms and on labour market 
developments and trends in OECD 
member states. 


Although traditional employment 
concerns, such as unemployment 

and economic stagnation, remain 
important, new challenges, such 

as population aging are becoming 
increasingly central policy consid- 
erations. Additionally, the implemen- 
tation of many responses to previously 
identified challenges has led to struc- 
tural changes that now require evalua- 
tion. For these reasons, the time has 
come for modernization of the OECD 
Jobs Strategy. 


However, such socio-economic shifts 
are not the only drivers for change. 
For years, there has been concern 
among analysts that many interna- 
tional organizations, including the 
OECD, have failed to address gaps in 
their diagnostics or recognize negative 
socio-economic distortions that can 
result from their policy prescriptions. 
The narrow, market-based approaches 
frequently used by many international 
organisations have also increasingly 
come under scrutiny. As time has 
passed, these criticisms have become 
increasingly difficult to ignore. 


Emerging Themes for the 
Review 


The 2004 Employment Outlook iden- 
tifies a number of issues for review. 

A key concern to be addressed by 

the new Jobs Strategy is the projected 
increase in dependency ratios that 
could result from an aging population. 
While the urgency of this challenge 
varies across countries, much of the 
OECD’s focus in addressing this issue 
is aimed at increasing employment. 


This concern was not entirely neg- 
lected in the current Jobs Strategy 
and previous issues of Employment 
Outlook. Groups targeted to effect 
reform in this area also remain 
largely unchanged from previous 
OECD documents, namely those 
most likely to be excluded from the 
labour market (women, lower-skilled 
workers, and youth), the employment 
of whom would support the costs 

of aging societies. 


However, never before has this chal- 
lenge been made so central to the 
analysis. Three other fundamental 
philosophical shifts are also apparent 
within the themes of the OECD’s 
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review process, suggesting that the 
new Jobs Strategy could differ signifi- 
cantly from the current document. 


Increased Appreciation of Demand- 
Side Issues 


Whereas policy prescriptions in the 
current Jobs Strategy and past issues of 
Employment Outlook focused on man- 
aging the supply of labour (through 
education, more restrictive benefits, 


many reforms made to employment 
protection legislation in OECD coun- 
tries during the 1990s. 


Different Policy Contexts Among 
Member Countries 


In part reflecting the above two shifts, 
the OECD acknowledges that policy 
interactions and complementarities 
need to be better understood to 
determine why various countries, 


Even as those outside the labour market remain the priority group 


of focus, there has been an alteration of the understanding of issues 
to be addressed, such as the supply of, and demand for, labour. 


etc.), the 2004 edition of the Employ- 
ment Outlook argues that issues of 

job quality (e.g., wage levels, benefits) 
must also be addressed. This acknowl- 
edgment of demand-side issues, which 
effectively increase the draw and 
value of employment as regards indi- 
viduals, marks a significant break 
from past approaches. 


The Relevance of Social Objectives 


For perhaps the first time, the OECD 
explicitly acknowledges in the 2004 
Employment Outlook that measures 

to improve employment must be rec- 
onciled with social goals, leading to 
concerns about job security, work-life 
balance and widening disparities in 
earnings. This shift reflects the dilem- 
mas faced by states grappling with 

a wide array of social and economic 
challenges. With the addition of 

this new dimension, the OECD also 
acknowledges that some of its past 
policy recommendations, if impru- 
dently or partially applied, could have 
deleterious social effects. For example, 
the OECD notes that the rise of precar- 
ious employment is in part due to the 


despite different policy contexts 

and institutions, achieve similar 
employment outcomes. Subsequently, 
unlike the current Jobs Strategy, which 
effectively established a single set of 
institutional arrangements and targets 
for all states, it is now recognized that 
alternate policy packages that are sen- 
sitive to state-specific conditions and 
objectives may be more effective. 


These themes did not develop over- 
night. They had been alluded to in a 
more cursory manner in 2003, suggest- 
ing an under appreciation of their rele- 
vance rather than a lack of awareness 
of their existence. Elevation of these 
themes in the 2004 Employment Out- 
look, however, has transformed the 
criteria against which past policies 

and future proposals must be meas- 
ured. As a result, the 2004 edition 
reads very differently than its prede- 
cessors, and includes discussions 
touching on a number of social issues 
of importance to the issue of poverty, 
such as diverging wages, job quality, 
and making work pay. 


Moving Forward: Issues and 
Options 

In placing new emphasis on issues, 
such as population aging and the 
need for flexible work arrangements, 
the OECD must determine which 
conceptualizations of employment 
are still appropriate, and which 
require complete refurbishing to 
maintain their relevance. The OECD’s 
success in doing this over the two- 
year review process will determine if 
the new employment strategy is truly 
fresh and responsive to the above- 
described challenges and issues. 


In the 2004 Employment Outlook, 
labour market integration remains 
the key unit of analysis. Target groups 
remain unaltered, and activation 
policies remain central to the policy 
prescriptions aimed at addressing 
underemployment. This focus on 
activation appears still to be limited 
by the underlying assumption that 
those not engaged in the labour mar- 
ket choose not to be. Structural barri- 
ers to participation, such as a lack of 
available child care, remain marginal 
to the analysis. Despite the themes 
driving the review, much of the basic 
diagnostic and underlying approach 
of the report appears unchanged. 


However, there are other signs that 
significant analytical shifts are taking 
place. Even as those outside the labour 
market remain the priority group of 
focus, there have been slight modifi- 
cations to the definitional aspects of 
employment policies, and there has 
been an alteration of the understand- 
ing of issues to be addressed, such as 
the supply of, and demand for, labour. 
The role of training and education has 
also been recast. No longer portrayed 
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as a silver bullet for increasing individ- 
ual employability, the role of educa- 
tion is being repositioned within a 
life-long learning approach. This 
approach, is intended to help mitigate 
the labour market effects of an aging 
work force, improve employment 
security (if not job security), make 
individuals less vulnerable to the 
pitfalls of precarious employment 

and address a number of other socio- 
economic challenges. In short, educa- 
tion is now portrayed as underpinning 
a multidimensional approach to 
addressing a number of societal needs 
rather than employability. 


These are significant shifts that, in 
part, explain why the feel of the 2004 
Employment Outlook is so different 
from its predecessors. However, two 
other philosophical shifts also warrant 
particular attention. 


Job Quality Is About More than 
Earnings 


Quality of employment in previous 
issues of Employment Outlook was based 
on two indicators: having a job, and 
the level of income earned in employ- 
ment. However, there is now a clear 
awareness that this approach fails to 
take into consideration other factors, 
such as job satisfaction, work-life 
balance, and the role of employment 
in achieving individual and social 
goals. In the 2004 Employment Outlook, 
individuals are recognized as having 
many concurrent goals that are not 
mutually exclusive, such as achieving 
gainful employment while having a 
family and participating in commu- 
nity activities. 


Not all of these goals are quantifiable, 
nor do they all contribute to a tradi- 
tional understanding of employment 
benefits. They are, however, now 
recognized, and the OECD has 
pledged to place part of its strategy 
focus on making work more flexible 
and appealing to a broader segment 
of the population, including older 
individuals. 


Quality of Life Is More than Having 

a Job 

The role of employment within 
society and an individual’s life has 
fundamentally shifted. Before, overall 
levels of employment and average 
income levels were seen as appropriate 
indicators of the overall performance 
of the employment market. The 
diagnostic in the 2004 Employment 
Outlook does not adopt this position. 
Instead, the labour market is viewed 
only as one aspect of a country’s socio- 
economic structure, and a job is now 
only one part of a person’s life. This 
fundamental shift results in past policy 
approaches often being cast in a com- 
pletely new light. 


For example, although a training pro- 
gram targeted at lone parents may not 
lead them directly into paid employ- 
ment, it may lead to improvements in 
broader social goals, such as increases 
in social capital and community 
involvement. These have not been 
quantified as have traditional indica- 
tors, such as income and employ- 
ment, but the OECD acknowledges 
the importance of understanding the 
achievement of broader social goals as 
policy successes in and of themselves. 


Conclusions 


There is no doubt the new diagnostic 
research themes identified earlier 

are beginning to assert themselves. 
Marked changes, especially regarding 
the underlying assumptions and 
approaches that ground much of 

the OECD Jobs Strategy and past issues 
of Employment Outlook, are apparent. 
While the 2004 Employment Outlook 
appears to retain much of the current 
Jobs Strategy, this is not conclusive 
evidence that this exercise is merely 
window dressing. No one should want 
to see solid diagnostic and analytical 
work abandoned just because it is no 
longer fashionable. 


The key challenge within the 

review will be balancing new and 

old. Retained ideas will have to remain 
consistent with emerging diagnostic 
themes if the document is to be coher- 
ent. The OECD’s success in doing this 
will determine if the Jobs Strategy that 
emerges in two years is truly new wine 
or whether it is the same old vintage 
in a shiny new bottle. 
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ow is the concept of social 

inclusion evolving in policy 

terms? Are we working from 
a common understanding or “defini- 
tion” of the notion? What does social 
inclusion mean for issues like poverty, 
and the growing racialization of 
poverty? What theories and practices 
are most relevant in developing a 
made-in-Canada version of social 
inclusion that is policy relevant? 
These issues provide both challenges 
and opportunities for our Advisory 
Committee (Inclusive Communities 
for Children, Youth and Families) as 
Laidlaw Foundation further develops 
its work on social inclusion. ! 


The Children’s Agenda Initiative 

of the Laidlaw Foundation started 
several years ago, with a focus on 
social inclusion as a tool for develop- 
ing and testing social policy. It pro- 
moted the development of inclusive 
communities in the cities and neigh- 
bourhoods where children and their 
families experience various forms of 
exclusion, and was rooted in the Laid- 
law commitment to promoting the 
well-being of children and families. 
The long-range goal was to promote 
improvements in child and family 
social policy in Canada. 


It has been a few years since the 
Laidlaw Board took the courageous 
step of endorsing funding for what 


was basically an idea — social inclusion. 


Since then, our social inclusion work 
has not only developed and expanded, 
it has received a significant amount 

of attention and support. Laidlaw- 
sponsored activities included seminars 
and conferences as well as a series of 
working papers exploring different 
areas and aspects of social inclusion 

as theory and applied policy. Funding 
was also provided for partner organiza- 
tions involved in projects, such as the 


development of inclusive indicators as 
well as research and public education 
on the welfare of Canada’s children. 


In the last year, we have expanded 
and renewed the program’s advisory 
committee, renamed our program, 
and begun addressing new challenges. 


Issues and Challenges 


First and foremost, we must recognize 
that the “definition” of social inclusion 
is in development; it is not fixed as 

a concept or theory. A progressive 

and policy-relevant version of social 
inclusion will be rooted in practice, 
and it will recognize and respect dif- 
ferent interpretations. 


The social inclusion work we want 

to develop must combine theory 

and practice. As well, it must exhibit 
three essential features: It must deal 
with the structural roots of exclusion, 
be rooted in community (self-) organ- 
ization and mobilization, and be 
transformative. It must lead to real, 
applied policy changes transforming 
the structures that promote exclusion 
and limit inclusion. 


To deal with these issues, we need 

to appreciate fully the social and eco- 
nomic impact of rapid demographic 
and economic changes in Canada. 
Immigrants — those born outside of 
Canada — form a growing percentage 
of the population in our major urban 
centres, and are increasingly from 
non-European countries. There is an 
increasing degree of coincidence there- 
fore between “newcomer” and “visible 
minority” status, precisely at a time 
when these newcomers face systemic 
barriers to the recognition of interna- 
tionally acquired education and skills.2 
The alarming process of the racializa- 
tion of poverty in Canada is, in fact, 

a product of these trends. 
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Poverty is not just an issue for new- 
comers. There has been a general 
deterioration of labour market oppor- 
tunities for vulnerable groups, such 
as newcomers, those with a disability, 
young families, lone parents, and 
urban Aboriginal people. The world 
of work in Canada is becoming more 
precarious; the low-paid segment 

of the labour force is growing as a 
portion of the total employed; and 
long-term poverty is becoming more 
associated with paid employment. 
From a social inclusion perspective, 
we need to ask why certain groups 
identified more by social or cultural 
characteristics rather than economic 
features are at such risk of long-term 
poverty. The answers should lead 

us away from neo-liberal economic 
policies, emphasizing the universal 
benefits of general economic growth, 
and into a deeper understanding 

of the social supports and policy 
reforms needed by specific 

excluded communities.* 


Since poverty is not just an issue 

for newcomers, we must realize that 
diversity issues go well beyond the 
labour market or even general eco- 
nomic well-being. Increasing ethno- 
racial diversity in our major urban 
centres poses challenges from a social 
inclusion perspective, because both 
the process and the end result of this 
inclusion must be re-negotiated. 
Ethno-racial communities, as with 
other excluded groups, will no longer 
accept the paternalism of being 
invited, one by one, to enter existing 
institutions. Rather, they are demand- 
ing their rightful voice and role in 
reshaping these institutions to combat 
exclusion and promote a truly inclu- 
sive form of Canadian diversity.4 


The notion of social capital is also 
important to our work on social inclu- 
sion. We believe that both “bonding” 
and “bridging” networks and linkages 
are vital for combatting exclusion 
with vulnerable groups; and while 
government cannot create social 
capital, government policies can 
facilitate its development. The role 

of non-governmental service and 


We recognize that the social inclusion 
application projects we support will 
have an experimental nature (new the- 
ories lead to new practices, and further 
debates on specific issues). 


One example of a project we currently 
support (along with the Ontario 
Trillium Foundation) is Closing the 
Distance for Children in Sudbury. 


The Children's Agenda Initiative promoted the development of 


inclusive communities in the cities and neighbourhoods where 


children and their families experience various forms of exclusion. 


umbrella organizations in public 
education and advocacy -— increasingly 
threatened by funding restrictions — 

is, in this regard, an issue of 

great concern.° 


In his Laidlaw-sponsored working 
paper, Anver Saloojee emphasized 
that the development of social inclu- 
sion is a political process that depends 
on locating and transforming specific 
forms of exclusion.® In other words, 
an inclusive society identifies the his- 
torical and material basis of various 
forms of exclusion and works actively 
to overcome them. This leads to a 
process involving social citizenship, 
mobilization and community orga- 
nizing, and transformation (resource 
sharing, institutional changes). 


Examples from Our Work 


Due to the various factors outlined 
above, our program is moving toward 
a focus on support for pilot projects as 
a means to further develop the theory 
of social inclusion through dialogue 
with our partners based on practice. 


The Social Planning Council of Sud- 
bury has been engaged, in the last 

18 months, in a project designed 

to create more inclusive school and 
recreation environments from the per- 
spective of Greater Sudbury’s children. 
The project is being extended to 
neighbourhood schools and commu- 
nity recreation programs over the next 
two years to introduce the voices of 
children into how learning and recre- 
ation occurs in these two important 
social environments. The initiative 
addresses all children, but will also pay 
particular attention to the inclusion 
and participation of children at higher 
risk of being left out or unheard (e.g., 
children dealing with linguistic and 
cultural barriers in Sudbury, such as 
Francophone and Aboriginal children). 
We think this is a good example of a 
project with grass-roots mobilization 
that deals with the non-economic 
forms of exclusion for vulnerable com- 
munities. We believe, as well, that the 
emphasis on listening to the voices of 
children provides a good demonstra- 
tion of inclusion in practice.” 
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Part of our work involves supporting 
the activities of partner organizations, 
whether financially or through public- 
ity and networking. Campaign 2000, 
which receives financial support 

from Laidlaw, has been working very 
actively across Canada on public 
education and mobilization, which 
links child poverty to broader issues 
including housing and labour market 
problems, child care and early child- 
hood education. Another example is 
St. Christopher House, which is devel- 
oping a truly grass-roots policy initia- 
tive with its project Income Security 
for Working-age Adults in Ontario.8 


The development of inclusive indica- 
tors is another aspect of our work, 
essential to bridging social inclusion 
theory with social inclusion practice. 
We provided funding (along with 
Health Canada) to the inclusive 
indicators project carried out by the 
Ontario Prevention Clearinghouse, 
and we played an advisory role in the 
Health Canada funded Alternative 
Social Audit carried out by the Social 
Planning Council of Toronto and the 
Alternative Planning Group.° We are 
working to structure a useful dialogue 
among the various groups involved in 


developing alternative social indicators. 


We also consider it vital to work with 
both community organizations and 
various concerned funders to halt the 
destructive trends in financing of the 
non-governmental organization sector. 
The transition to narrowly defined 
service contract funding as the domi- 
nant form of government support to 
the community sector cannot be 
allowed to destroy the social capital 
represented by these organizations. 10 
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We also work to build community 
Capacity (or social capital) by pro- 
moting healthy research partnerships 
between the community and the 
academic sector. Currently, we are 
partners in a Ryerson University 
proposal to the Social Sciences and 
Humanities Research Council 
Community-University Research 
Alliances, on the situation of new- 
comers with less than full status. We 
are also hosting networking meetings 
of researchers concerned with immi- 
grant women’s issues, and participat- 
ing in a Canadian Institutes of Health 
Research funded research project, 
Racialized Communities and Health 
Status, led by the Access Alliance Com- 
munity Multicultural Health Centre. 


Finally, we continue to contribute to 
the conceptual work in exploring, 
debating, and refining the meaning of 
social inclusion in Canada. We are 
preparing an edited publication of 
some of the best of the working papers 
commissioned by Laidlaw and are 
working with various partners to 
develop seminars and forums that will 
link the issues of inclusion to current 
public policy options. 


All this leads to lots of experimenta- 
tion and public discussion. We don’t 
expect our work to go smoothly; the 
issues are too complex, and the chal- 
lenges are too great! But we do expect 
that with the help of our many part- 
ners, supporters, and friends, we can 
make small but real progress in 
advancing the inclusion agenda in 
Canada over the next few years. 


Notes 


1 I want to acknowledge the contributions 
of Uzma Shakir to this update on our 
social inclusion work at Laidlaw. Uzma 
is Executive Director of the Council of 
Agencies Serving South Asians (CASSA), 
and President of the Board at the Ontario 
Council of Agencies Serving Immigrants 
(OCASI). Uzma is also a member of our 
program Advisory Committee. 


2 For a discussion of these issues as well 
as extensive references, see the Laidlaw 
Working Paper Immigrant Settlement and 
Social Inclusion in Canada (Ratna Omidvar 
and Ted Richmond, 2003), <http://www. 
laidlawfdn.org/page_1069.cfm>. 


3 For recent reflections on these issues, see 
Cynthia Williams, “Policy Responses for 
Groups at Risk of Long-Term Poverty” 
<http://www.queensu.ca/sps/queens_ 
international_institute_on_social_policy/ 
qiisp_2004/Session_3.williams.pdf>. 


4 See, for example, the paper “Social Inclu- 
sion and the City” by the Alternative 
Planning Group <http://www.laidlawfdn. 
org/page_1213.cfm>. 


S See, for example, Ted Richmond’s paper 
presented to the Metropolis immigration 
research conference in Montréal in 
March 2004 “Promoting Newcomer 
Civic Engagement: The Role of Umbrella 
Organizations in Social Citizenship.” 
<http://www.laidlawfdn.org/page_1213. 
cfm>. 


6 “Social Inclusion, Anti-Racism and 
Democratic Citizenship” (2003), 
<http://www.laidlawfdn.org/page_1069. 
cfm>. 


7 More information about this project, and 
others funded by our pilot program, can 
be found on the Laidlaw web site. 


8 More information is available on the 
organizations’ respective web sites. 


9 For further information, see the web sites 
of the respective organizations. 


10 See, for example, Ted Richmond and 
John Shields, Third Sector Restructuring 
and the New Contracting Regime: The Case 
of Immigrant Serving Agencies in Ontario, 
in the CERIS series, Policy Matters. 
<http://www.laidlawfdn.org/page_1222. 
cfm>. 
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uring the conference, Ade- 

quate and Affordable Housing 

for All, the housing situation 
in Canada was often presented in 
terms of a crisis of historic propor- 
tions. Toronto’s affordable housing 
shortage was compared to a refugee 
camp, with a major difference being 
that a camp at least has a level of stan- 
dards required under UN guidelines. 
Advocates have also adopted the term 
“man-made national disaster” in an 
effort to bring more attention to the 
housing situation in Canada. By 
framing it in this way, advocates hope 
governments will respond with the 
same sense of urgency as they do to 
natural disasters. 


The challenge of improving govern- 
ment support for housing was directly 
linked to efforts to raise public aware- 
ness. Presenters characterized federal 
government involvement in housing 
over the years as having been sporadic 
and limited at best.! They noted that 
the government’s role has shifted to 
that of a facilitator in supporting 
home-ownership schemes for first- 


time buyers and lower-income people 
through the Canada Mortgage and 
Housing Corporation (CMHC). Other 
federal programs discussed included 
the Supporting Community Projects 
Initiative (SCPI) and Residential Reha- 
bilitation Assistance Programs (RRAP), 
both under the mandate of the 
National Homelessness Secretariat. 


In recent years, provincial govern- 
ments have increasingly downloaded 
housing management to the munici- 
pal level. In the absence of accompa- 
nying funds, many municipalities 
have experienced difficulties in coping 
with the added responsibilities. As a 
result, the challenge of dealing with the 
housing crisis tops the current agendas 
of many municipal governments. 
Toronto Mayor David Miller addressed 
the conference in the opening plenary, 
describing the efforts initiated in 1998 
under the Mayor’s Homelessness 
Action Task Force. These have included 
eviction prevention, a high level of 
outreach support, and a controversial 
project to redevelop the Regent Park 
public housing community. 


Adequate and Affordable Housing for All brought together over 
350 delegates and researchers from 40 countries that have been working 
to develop an understanding of the challenges of housing and homeless- 


ness. Representatives from both developing and industrialized countries 
spoke on their regional as well as global housing issues. The conference 
was organized by the University of Toronto’s Centre for Urban and Com- 
munity Studies under the auspices of the International Sociological Asso- 
ciation’s Research Committee on Housing and the Built Environment, 
co-sponsors included Canada Mortgage and Housing Corporation, the 
City of Toronto, Social Housing Services Corporation, and the Toronto 


Community Housing Corporation. 


The conference had a broad mandate including themes based on raising 
awareness, gaining understanding, and increasing the impact of housing 
programs and policies. Considerable focus was also placed on issues 

surrounding homelessness including a framework on episodic homeless- 
ness, presented by Uzo Anucha. 
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Improved government efforts to 
address affordable housing needs 
require a sound understanding of the 
complex challenges involved. The 
affordable housing picture is complex. 
One element is the stagnation, or 
even decline, of rental stocks, espe- 
cially at the lowest end, at a time 
when the economic situation of the 
most vulnerable in society has failed 
to improve. Presenters argued that 
levels of rental stocks have stagnated, 
because the profit incentives for 
developers in recent years have been 
principally in the construction of new 
homes for ownership and converting 
old rental stock into new condo units. 
As a result, while demand is increasing 
for affordable rental units, the relative 
numbers available are declining. Due 
to the increasing demand and declin- 
ing supply of rental units, Toronto 
rents increased by 31% between 1997 
and 2002. The social housing waiting 
lists in urban areas continue to grow 
in the tens of thousands, and shelter 
use is becoming a more common form 
of housing, especially for families.2 


Discussions about how governments 
might improve the housing situation 
in Canada are generally framed in 
terms of supply-side and demand/ 
income-side policies. In other words, 
should policy focus on interventions 
that address the actual supply of 
affordable and adequate housing or 
on improving the purchasing power 
of housing consumers, by way of 
vouchers or allowances, in the market 
as it currently functions? Many would 
argue that the supply of housing 
should be left alone, because market 
mechanisms will find the equilibrium 
point to best reconcile supply and 
demand. It was also observed that 
although the market functions very 
well for those above a certain income 
level, if you are poor, the housing 


market does little to address your needs. 
The general consensus at the confer- 
ence was that addressing this gap is 
the responsibility of the public sector. 


With the laissez-faire, non-intervention 
approach at one end of the spectrum, 
at the other is the actual construction 
by the government of units for occu- 
pancy by low-income tenants. This, 
however, often comes in the form of 
public housing projects that can result 
in the social isolation of low-income 
communities, which has occurred 
along racial lines in the United States. 


Between the two extremes of doing 
not much and building actual units 
lie several possibilities discussed at 
the conference. One is a city by-law 
that requires that a certain proportion 
of new developments be reserved 

for affordable housing units. Also 
included in the spectrum of policy 
options is the development of transi- 
tional spaces, such as emergency 
shelters, building supportive housing 
for people with special needs, and 
partnerships with developers in the 
construction of affordable housing 
and co-op units. 


From a demand or income-side 
perspective, policy options include 
those that will affect what a person 
can acquire by increasing the amount 
of money they have available for 
housing. While social assistance pro- 
grams take into account housing costs 
as part of the calculation of benefits, 
these amounts have not been rising 
proportionately to the cost of housing, 
and have therefore become inadequate 
to meet the basic needs for which they 
are intended. 


One of the most well known demand- 
side policies is the housing voucher for 
people meeting certain means tests. In 
some instances, these vouchers will go 


directly to the landlord, which may 
consequently pose other problems 
regarding stigmatization and dis- 
crimination. Quebec has instituted 

an allowance scheme wherein people 
meeting certain criteria are directly 
given a cash allowance intended for 
housing. Such options can be effective 
when local vacancy rates are high. 


Another option that is beneficial for 
the so-called best-off of the worst-off 
is home-ownership incentive schemes. 
Toward this end, CMHC has been 
developing new financing and borrow- 
ing regulations for first-time home- 
owners. In addition, more innovative 
programs in the asset-based family 
have surfaced such as Home$ave by 
the Social Enterprise Development 
Incorporation. This program matches 
savings of program participants, and 
allows these matched grants plus 
personal savings to be used toward 
home-ownership or home improve- 
ment goals. 


Overall, the main message from the 
conference was that the best solutions 
would consist of both supply-side and 
demand-side approaches. There is no 
magic bullet. Rather, it is imperative 
that policy makers recognize the 
complexity of housing and its inter- 
relationship with poverty, exclusion, 
work, and income if they are to 
address the housing needs of low- 
income Canadians effectively. 


Notes 


1 Housing is under provincial authority, 
thus making involvement in this 
policy area a challenge for the federal 
government. Nevertheless, the federal 
government has actively sought to build 
affordable housing in urban areas at 
different times. 


2 City of Toronto. 2003. The Toronto Report 
Card on Housing and Homelessness. 
Toronto: City of Toronto. 
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he social economy is a fairly 

new label for a diverse collec- 

tion of organizations that have 
been producing and delivering goods 
and services across Canada and the 
world for over a century, generally at 
the community level. These organiza- 
tions are separate from governments 
and different from commercial enter- 
prises in that they involve a diverse 
collection of stakeholders in decisions, 
and reinvest profits to advance the 
mission of the organization, instead 
of disbursing them to shareholders. 
Examples include co-operatives, non- 


profit organizations, and credit unions. 


The social economy has received 
considerable policy attention over 
the past decade in Europe and in 
several provinces, especially Quebec. 
Interest has also increased in Ottawa. 
As a concrete example, the February 
2004 Speech from the Throne cited 
the Roasted Cherry Coffee House, 
located a few blocks from Parliament 
Hill. This coffee shop with a difference 
offers employment and a welcoming 
environment to young Canadians, 
particularly those at risk. 


The focus of the day was not on the 
specific initiatives announced in the 
March 2004 federal budget, but on the 
policy research needed to provide fact- 
based, high-quality advice regarding 
possible future initiatives. The Round- 
table explored what policy researchers 
need to examine now in consultation 
with practitioners and policy makers 
to better support organizations like the 
Roasted Cherry Coffee House to help 
Canadians. 


The proceedings opened with a pres- 
entation by the Honourable Eleni 
Bakopanos, Parliamentary Secretary 
to the Minister of Social Development 


with special emphasis on Social 
Economy. The Parliamentary Secretary 
provided background on the social 
economy and its evolving role in 
Canada’s communities. She wants 

to see research collaboration that is 
policy relevant. 


Janet Halliwell, Executive Vice 
President of the Social Sciences 

and Humanities Research Council 
(SSHRC), provided an overview of 
the process underway to transform 
the organization from a granting 
council to a knowledge council. She 
also described the ongoing develop- 
ment of the new SSHRC Community- 
University Research Alliance (CURA) 
program on social economy. It will 
link research with communities and 
not-for-profit organizations to work 
on social and community economic 
development issues. 


There was considerable discussion 
regarding the importance of commu- 
nity-level action and the promotion 
of self-help for individuals and com- 
munities. These concepts are clearly 
an important part of Canada’s evolv- 
ing social economy. 


Several senior officials offered views 
on ongoing policy and program 
development efforts. Identified themes 
included citizen-led community-based 
processes, social innovation, corporate 
social responsibility, and employer 
demand for skills, particularly hybrid 
skills. Several participants emphasized 
the need to avoid creating silos of 
information across organizations. 


Three experts from outside govern- 
ment made well-received presentations 
on the scope of the social economy. 


e Marguerite Mendell from 
Concordia University provided 


an overview of the paper she 
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prepared with Benôit Lévesque 
from l’Université du Québec à 
Montréal to support the develop- 
ment of the CURA program on 
social economy. Professor Mendell’s 
presentation emphasized the diver- 
sity of the social economy, which 
has been defined in a variety of 
ways since the 19th century. She 
noted, for example, that social 
economy organizations have con- 
tributed to the transformation as 
well as to the delivery of health 
services. 


+ Nancy Neamtan, Executive Direc- 
tor of le Chantier de l’économie 
sociale, described the social econ- 
omy as an integral part of a plural- 
ist economy. She outlined an 
emerging model for managing 
development that integrates social, 
economic, cultural, and environ- 
mental goals in communities. She 
provided several examples of how 
the social economy has evolved in 
Quebec in diverse sectors, such as 
home care and forestry, as well as 
examples of how the social econ- 
omy is supported in different juris- 
dictions. Ms. Neamtan suggested 
that policies and programs need 
substantial change in recognition 
of the emerging model. 


+ Brett Fairbairn from the University 
of Saskatchewan provided an 
overview of the social economy 
outside Quebec. He noted that 
while co-operatives, mutuals, and 
associations all play a significant 
role across Canada, the social econ- 
omy as a whole has not yet been 
conceptualized much as a single 
entity outside Quebec. For many 
organizations that make up the 
third sector throughout Canada, 
key underlying themes place people 


before profit and emphasize the 
importance of community orienta- 
tion. Professor Fairbairn ended his 
presentation with several questions 
and observations concerning the 
development of effective policy 
regimes. For example, he noted 
that public policies can be any of 
destructive, neutral, supportive, 
participating, or controlling. Care is 
needed when supporting the social 
economy not to inhibit the effec- 
tiveness of organizations that tend 
to value highly their autonomy. 


Alan Painter from the PRI provided 
an overview of an issues paper shared 
with participants in advance of the 
Roundtable. The paper applied welfare 
economics principles and findings 
from the social economy literature, 
and made some broad observations 
regarding whether and how govern- 
ments should support the social econ- 
omy. It also identified policy research 
issues that might be explored in the 
future. The general conclusion of the 
paper was that the development of 
the social economy is a promising 
approach rather than a solution to 
the problem of how to direct public 
money to increase well-being. 


There was considerable discussion and 
significant agreement at the Round- 
table concerning future policy research 
priorities, although views differed on 
whether further data collection should 
be a priority. Asking what are the nec- 
essary conditions for the success of 
the social economy was identified as 

a good way to think about research 
priorities. Answering this question 
helps identify best practices which, 

in turn, need to be communicated 

to those within and outside govern- 
ments who will apply them. Examin- 
ing specific sectors, such as child 


care, was also identified as a possible 
way forward. Framework policies 
adopted in different jurisdictions and 
reporting and evaluation were among 
the policy research issues identified 
as possible priorities. 


While there was considerable produc- 
tive discussion and information 
exchange during the day, one clear 
point of contention emerged. The 
concern was that the PRI issue paper 
represented a viewpoint that was too 
narrow and placed too much emphasis 
on economic considerations. There 
would be merit in exploring how 
diverse perspectives can and should 
inform policy development concern- 
ing the social economy. 


As a specific next step, the PRI is 
preparing a publication based on the 
background documents distributed in 
advance of the Roundtable, additional 
research, and the presentations and 
discussions of the day. The document 
will be designed as a reference tool to 
support future policy research on the 
social economy. It will identify and 
discuss key policy research issues, and 
further explore the perspectives that 
underlie the development of policy 
advice. The document will also include 
resources useful to policy researchers. 


In addition, the PRI’s December con- 
ference, Exploring New Approaches to 
Social Policy, will include a workshop 
on the social economy. It will explore 
the role of government and of policy 
research in supporting the social 
economy based on the underlying 
objective of increasing the well-being 
of Canadians, with speakers represent- 
ing a variety of perspectives. 
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tarting in 2011, when significant 

numbers of baby boomers begin 

to leave the labour market, we 
will see a decrease in the total number 
of hours worked and, commensurately, 
in economic growth. Will keeping 
elderly workers in the labour market 
longer be enough to counteract this 
trend? That was the issue on people's 
minds following Jean-Pierre Voyer’s 
(Policy Research Initiative) presenta- 
tion, A Life-Course Approach to Social 
Policy Analysis. The presentation 
renewed the debate on this topic at a 
conference organized by the Queen’s 
University International Institute on 
Social Policy, held August 23, 2004. 


While the economic impacts of aging 
were only one aspect of the analytical 
framework presented by Voyer, they 
were a focal point for speakers at the 
conference. This was expected given 
the emphasis that most OECD coun- 
tries place on the tax repercussions 

of aging, and the consequent need 

to reform the pension system. 


Although they are significant, the 
life-course analytical framework looks 
at more than tax repercussions. The 
framework is based on the premise 
that the classic vision of a linear, 
three-stage life course (education-work- 
retirement) is no longer the societal 
norm. Increasingly, the three stages 
are overlapping, which affects how 

we allocate time to each one. While 
we have less time during our lives to 
combine work, education, and family 
responsibilities (caring for children 
and parents), we will have more time 
at retirement (given the increase in life 
expectancy). Thus, people need more 
flexibility so they can better allocate 
time throughout their life course. 
Giving more flexibility to senior citi- 
zens, so they can work longer and 


enjoy a progressive retirement is only 
one aspect of a life-course analytical 
framework. Various surveys have 
already shown that Canadians want 
to work longer. 


The benefits of the life-course frame- 
work were emphasized in Michael 
Wolfson’s (Statistics Canada) presenta- 
tion on the need for accurate simula- 
tion models to support the analytical 
framework, and in the presentation 
by Peter Hicks (Social Development 
Canada). Hicks used the analytical 
framework to highlight the periods 

in which people experience time 
crunches and how those periods affect 
their well-being throughout their lives. 
Empirical data show that these time 
crunches, are associated with marital 
status and caring for children. Hicks 
advocated an approach that links the 
under-used pool of time during the 
retirement years to the high demand 
periods of time during the active peri- 
ods of a person’s life. 


While no direct link has been estab- 
lished, there seems to be a relationship 
between high demand time periods, 
personal well-being, and low income 
over the life course. Garnett Picot 
(Statistics Canada) presented the 
results of an analysis measuring low 
income over the life course in which 
family characteristics (marital status 
and children) play an important role. 
This relationship is one more argu- 
ment in favour of a life-course 
approach to social policy. 


Although there is a consensus on the 
need for a life-course approach, opin- 
ion is still divided on how to opera- 
tionalize the analytical framework. 


In this regard, John Myles (University 
of Toronto) warned conference partici- 
pants against any social policy aimed 
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solely at senior citizens. He main- 
tained that this type of policy only 
increases intergenerational 

conflict. Unlike their counterparts in 
the 1960s and 1970s, recent retirees 
have accumulated enough wealth 

to enjoy a comfortable retirement. 
However, the outlook for future 
generations is not as rosy. Because of 
increased educational requirements 
and family responsibilities, the gen- 
eration made up of the children and 


However, the importance of a life- 
course approach that does not discrim- 
inate on the basis of age and reflects 
the characteristics of various socio- 
cultural groups did not help much 
to advance the debate on operation- 
alizing the analytical framework. 
Anne-Marie Guillemard (Sorbonne) 
gave the proceedings a push in this 
direction in her presentation on how 
European countries have managed to 
counteract decreased employment 


There seems to be a relationship between high demand time periods, 


personal well-being, and low income over the life course. 


grandchildren of the baby boomers 
will begin working and accumulating 
wealth later in life. Social policy needs 
to focus on this generation. It requires 
more assistance in terms of access to 
continuous learning, post-secondary 
studies, and training. Myles added 
that, as the population ages, future 
generations will have to support the 
growing cost of pension systems. 


In her presentation, Cynthia Williams 
(CPRN) echoed the warning about 
social policies that discriminate based 
on age. She stated that, of the five 
groups identified as being at greater 
risk of experiencing persistent poverty, 
only one is defined in terms of age: 
unattached persons aged 45 and older. 
The other groups are defined in terms 
of socio-cultural status (single mothers, 
Aboriginal people, those with a disabil- 
ity and recent immigrants). A policy 
that discriminates on the basis of 

age could increase intragenerational 
inequities (inequities within a single 
age group). Williams recognized the 
importance of a life-course approach 
since these groups are affected by 

_ poverty throughout their lives. 
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among senior citizens (in Sweden and 
Finland). These countries underwent 

a cultural change as they moved from 
a management style based on segmen- 
tation by age group to one based on 
diversity. At the same time, they intro- 
duced a new social policy that is age 
neutral and encourages people to 
remain active as they age. This cultural 
change was sparked by the creation 

of quality jobs to increase the flexibil- 
ity and mobility that people need to 
work at any age. These policies bring 
together current employment pro- 
grams, continuous learning programs, 
and a reformed pension system, with 
the goal of increasing flexibility. It is 
worth noting that this cultural change 
came about through the concerted 
effort and close collaboration of vari- 
ous stakeholders (different levels of 
government, communities, businesses 
and unions). 


Guillemard’s presentation brought 

the discussion to a more concrete level 
concerning the life-course approach to 
social policy: how to identify and 
overcome barriers to flexibility. 


David Foot addressed the first issue 
in this regard: the current pension 
system does not give people the 
flexibility to work while receiving 
retirement income. In addition, con- 
tribution limits encourage employers 
to demand more from older employ- 
ees rather than hire other workers. 
While pension reform is recognized 
as being essential to increased flexibil- 
ity, another important factor is the 
availability of jobs that are flexible 
enough to interest not only senior 
citizens, but the population in general. 
The issues of flexibility and the avail- 
ability of quality employment have 
not been explored in the Canadian 
context, but they relate back to the 
need for concerted and collaborative 
action among institutions (govern- 
ment and employers), as mentioned 
by Guillemard. 


Aside from availability and flexibility, 
areas in which employers play a major 
part, progress has been made in realiz- 
ing a life-course approach. Andrew 
Treusch added to the debate by pre- 
senting labour-force-based policies 
that affect continuous learning, 

which is an integral part of a life- 
course approach to policy. In his 
analysis, Michael Mendelson (Caledon 
Institute) pointed out the relationship 
between savings vehicles and provin- 
cial social assistance programs (usually 
people’s savings must be exhausted 
before they can access the programs). 
Once again, the discussion came back 
to concerted action and dialogue 
among organizations (levels of gov- 
ernment). To conclude the evaluation 
of these policies, Mendelson recom- 
mended that the objectives of labour- 
force-based policies be determined 
before their results are evaluated. 
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As with any federal initiative, as soon 
as we begin to translate policies into 
programs, we run up against funding 
problems and the perennial stumbling 
block of jurisdiction. Tom Kent 
(School of Policy Studies) reiterated 
the importance of considering and 
respecting provincial jurisdictions 
when developing programs. Hugh 
Segal (IRPP) supported Kent’s call for 
caution, and advocated the use of tax 
credits to leverage action in sensitive 
areas, such as day care and social hous- 
ing, which greatly influence the life- 
course of Canadians. 


We can conclude that a consensus 
emerged on the life-course approach 
to social policy at the conference. In 
addition, reforming the pension sys- 
tem to create greater flexibility seems 
essential. This reform must be accom- 
panied by the creation of quality jobs 
that offer increased flexibility, not 
only for seniors, but for all Canadians. 
While the creation of these jobs is 
outside the area of social policy, the 
federal government can still act as a 
catalyst. Launching a national debate 
on aging from a life-course perspective 
could help to introduce pension 
reform and bring the various socio- 
economic stakeholders together 
around such thorny issues as poverty, 
continuous learning, and work-family 
balance. The overall economic impact 
of aging, and the tax repercussions 

in particular, offer an opportunity to 
introduce this debate and strive for a 
social consensus. 
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Canada - United States 
Regulatory Cooperation 


There is considerable evidence that 
NAFTA has generated substantial eco- 
nomic benefits for Canada. However, 
many argue that more regulatory co- 
operation with the United States can 
deliver greater economic benefits, all 
the while safeguarding, and even 
improving, the integrity of Canada’s 
regulatory system. 


This issue was addressed at a joint 
PRI-SSHRC symposium on Canada-US 
Regulatory Cooperation, held on 
October 29, 2004 in Ottawa. The pur- 
pose of the symposium was to discuss 
key research issues arising from the PRI's 
Interim Report, Canada-US Regulatory 
Cooperation: Charting a Path Forward. 


By the end of the day, the discussions 
focused on how to move forward on 
this policy agenda with a clear, practi- 
cal, and above all, politically achievable 
strategy. On balance, the discussions set 
out the following themes: 


e There is a need to accelerate 
Canada-US regulatory cooperation. 


Political commitment and a practical 
plan are required. 


There is a need to develop a central 
or unifying theme to engage the 
Canadian public and US partners. 


Any strategy must be supported 
by a sound internal organizational 
framework, and provide a role 
for Parliament. 


A report from the symposium is 
available on the PRI web site at 
<www.policyresearch.gc.ca>. For more 
information on the work of the PRI 

on Canada-US regulatory cooperation 
issues, please contact Doug Blair, 
Project Director, at 613 947.3912 

or at d.blair@prs-srp.gc.ca. 
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t is often suggested that Canada 

should make greater use of market- 

based instruments (MBIs) to sup- 
port sustainable development. To 
explore this proposition, the Policy 
Research Initiative launched its new 
freshwater project with an experts’ 
symposium on Canadian and interna- 
tional experiences with MBIs for water 
demand management.2 


Market-based instruments depend on 
complex legislative and administrative 
arrangements, and so are a product of, 
and are constrained by, specific institu- 
tional contexts. For water demand 
management, the main MBIs reviewed 
were prices, taxes, or markets, applied 
with the intention of modifying the 
incentives to individuals, firms, or 
institutions regarding their decisions 
to use water. The symposium exam- 
ined MBIs in the residential, agricul- 
tural, and industrial contexts, as well 
as experiences with the creation of 
markets to allocate water. 


Understanding Water Use 


Water is a very special resource that 
can meet very different needs. Water 
can be used for drinking or for cooling 
in industrial processes, two uses that 
do not need the same water quality. 
As David Brooks (Friends of the Earth) 
reminded us, the demand is often not 
for the water itself, but for the variety 
of services it provides. 


We do not have a comprehensive 
knowledge of present water uses in 
Canada. The last industrial water use 
survey was done in 1996. In addition, 
we have limited knowledge of our 
groundwater resources and their rela- 
tion to surface waters. 


We do know three important facts. 


e Although Canada is relatively well 
endowed with water, it is not 
always where we need it. 


e There are signs of increasing water 
scarcity in a number of regions, 
often compounded by water pollu- 
tion. 


e Municipal water infrastructures are 
falling into disrepair even as grow- 
ing urban populations demand 
increased supplies of treated water 
and place increased demand on 
wastewater treatment capacity. 


Finding the Right Price 

Using pricing to promote sustainable 
use of water involves taking into 
account environmental costs when 
charging users. In Canada, however, 
municipal and agricultural water use 
is generally subsidized, and most utili- 
ties do not recover all their treatment 
and distribution costs. In this context, 
some argue that the priority should 
be to make sure consumers receive 
the right signals on water use and thus 
make informed choices. Once this is 
done, one can begin including envi- 
ronmental costs in water prices. 


But, finding the right pricing strategy 
to send the right signal is not a simple 
task. The cost of metering individual 
dwellings or farms, a prerequisite to 
knowing how much water they use 
and should pay for, is high. Studies 
also show that while price matters, it 
may not be very effective in the short 
run to modify water use patterns. A 
related problem is that utilities have 
limited understanding of consumers’ 
concerns and preferences and face the 
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risk of actually losing revenues if price 
changes are too large. Diane Dupont 
(Brock University) thus argues that the 
regulatory environment faced by utili- 
ties should be modified so they have 
the incentive to better understand 
their client’s view of their services, 
and meet pre-specified performance 
standards, which should simplify 

and legitimize the process of establish- 
ing realistic pricing strategies. She 
reviewed examples from Great Britain, 
noting that regulatory changes do not 
have to involve privatization. 


Another important issue is to plan 
adequately for infrastructure needs. 
Utilities most often plan for peak 
demand, usually in the summer when 
people water their gardens and wash 
their cars. This leads to over-invest- 
ment in infrastructure, which is only 
used at full capacity for a few days 
each year. An option reviewed by 


Jim Robinson (University of Waterloo) 


is to introduce peak use rates so con- 
sumers better plan their water use, 
and utilities can benefit from a 
reduced peak demand. Utilities could 
experiment with these rates with a 
sample of consumers to determine the 
effectiveness of this strategy. Phil Dick 
(Ontario Ministry of Agriculture and 
Food) presented another option to 
control infrastructure needs, with the 
experience of Leamington, Ontario, a 
municipality with a large number of 
heavy water users. Early in the history 
of the municipality, a large water user 
— Heinz — got involved in the planning 
process and helped design a system 
based on capacity management where 
large users shift their water consump- 
tion to times of non-peak use. 


In the industrial sector, 90% of compa- 
nies withdraw water directly from a 
lake or river. While they pay for their 


own water infrastructure, these com- 
panies pay very little for accessing 
water, and thus for the environmental 
cost of withdrawing it. One option for 
governments is to implement a charge 
(or tax) for using water, which could 
reflect the actual quantity of water 
used. Steven Renzetti (Brock Univer- 
sity) explained that although compa- 
nies are sensitive to changes in the 
price of water, we do not know how 


which it is taken.) But efficient pricing 
has do be examined in light of the 
cost of implementing it, which can 

be high enough to offset the expected 
benefits. Two other important lessons 
are that: 


e covering the fixed costs of water 
supply should be decoupled from 
farmers’ water demand decisions; 
and 


One option is to introduce peak use rates so consumers better 


plan their water use, and utilities can benefit from a reduced 


peak demand. 


sensitive. To establish the right level 
of tax requires knowledge about the 
value firms give to water, which varies, 
and therefore requires extensive analy- 
sis and is costly. Furthermore, raising 
water prices through taxes could nega- 
tively affect exporting industries. Ste- 
fan Speck (Consultant) noted that 
European experience does not show 

a detectable impact of water taxes on 
industrial competitiveness, but this 
could be because a number of sectors 
in Europe have been shielded from 
these taxes. In fact, Pierre Strosser 
(Consultant) argued, European water 
taxes have been used mainly for rev- 
enue generation and not for environ- 
mental purposes. 


Yacov Tsur (The Hebrew University of 
Jerusalem) showed how to establish 
efficient pricing of water in the agri- 
culture sector to reconcile supply and 
demand considerations. Reducing 
water use is crucial in this sector, 
which is the largest in terms of water 
consumption. (Thermoelectric power 
generation uses more water, but 
returns most to the river or lake from 


+ water prices (without quotas) have 
limited distributional effects. 


Looking at the broad picture when 
designing pricing schemes is impor- 
tant. In all countries, as Pierre Strosser 
and David Eaton (University of Texas, 
Austin) remarked, agricultural water 
use is subsidized. But price may not be 
the most important factor in explain- 
ing water consumption. Agricultural 
subsidies that promote particular 
water-demanding or dry-land crops 
play a more important role. 


Prices and Markets 


If it is difficult for utilities or govern- 
ments to find the right price or tax, 
why not create water markets, where 
free exchanges between willing buyers 
and sellers would take care of the 
problem? Markets would ensure an 
efficient allocation of water, in the 
economic sense, since it would move 
from lower to higher value uses. 


The examples of California and Texas, 
presented respectively by Richard 
Howitt (University of California, 
Davis) and David Eaton (University of 
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Texas at Austin), show mixed results. A 
first point to note is, as is the case with 
the Alberta allocation transfer system 
presented by Beverly Yee (Alberta Envi- 
ronment), trade accounts only for a 
fraction of water used, and appears to 
be mostly an adjustment mechanism 
to cope with uncertainty and annual 
changes in water flows. In that sense, 
then, markets can indeed foster more 
efficient allocation of water. Regulators 
of the California market, however, 
have had to develop other instruments 
to take into account environmental 

or third party effects (effects on users 
external to the trade), apparently with 
success. In Texas, while the market is 
functioning well, there are signs that 
less well-off communities and smaller 
farmers are disadvantaged. An impor- 
tant concern, at least in Texas, is that 
the creation of markets has provided 
more efficient water circulation but it 
has not led to more efficient water use. 


More generally, David Zilberman 
(University of California at Berkeley) 
argued, experiences with the imple- 
mentation of markets show that exist- 
ing systems of water allocation and 
rights based on seniority rules, coupled 
with the relatively low price of water, 
can limit incentives for trading. In 
addition, implementing markets can 
be costly. Government intervention 

is required to set them up, and to 
ensure monitoring and enforcement 
of rules. The existence of transaction 
costs can also limit the efficiency of 
markets. These costs can be high, 
which means water markets may 

not become more attractive until 

the resource is really scarce. 


According to Mike Young (CSIRO Land 
and Water, Australia), the Australian 
experience shows that markets can be 


efficient to allocate water and to create 
new economic opportunities. How- 
ever, one should look beyond them 

to find the appropriate tools to deal 
with social and environmental goals. 
From a policy standpoint, different 
goals should be pursued with different 
policy tools, which leads to the ques- 
tion of finding the appropriate instru- 
ments. For Young, the answer lies in 
history, with the knowledge acquired 
in applying specific instruments for 
specific goals, such as licensing to 
control access to a resource. 


MBIs, Co-operation, and 
Sustainable Development 


Preliminary conclusions suggest that 
MBIs can play a role to foster water 
demand management, but that role 
will depend on the location and insti- 
tutional context in which they are 
applied. An important hurdle is the 
need to better understand and account 
for implementation costs, including 
transaction and institutional costs. A 
number of examples reviewed show 
also that co-operation can lead to a 
better appreciation for the need to use 
MBIs, and incidentally lower some of 
the implementation costs in designing 
and applying them. Co-operation 
requirements also apply to relevant 
federal and provincial agencies that 
have different, but complementary, 
responsibilities for water management. 
Co-operation could, in fact, extend to 
program evaluation and controlled 
experiments, as suggested by Theodore 
Horbulyk (University of Calgary). 


Another important conclusion is that 
MBIs will not promote sustainable 
development on their own. While 
they can lead to more efficient water 
use or help recover costs, meeting 


environmental or social objectives 
requires other, carefully designed, 
policy instruments. Depending on 
the type of water use, and the specific 
location, different approaches might 
have to be adopted. 


Given this, it might be time to follow 
David Brooks’ suggestion and start 
water soft path planning, that is, care- 
fully analyze the bundle of services 
required from water resources, project 
an ideal future social setting, and back- 
cast from there. In this way, we clarify 
the contemporary decisions needed 

to meet a desired future outcome. 


In other words, it might be time to 
determine more precisely where we 
want to go, before we select the 
appropriate policy tools to get there. 


Notes 


1 A complete synthesis report from this 
symposium is available on the PRI Web 
site at <www.policyresearch.gc.ca>. 


2 The symposium was made possible by 
way of partnerships with Agriculture and 
Agri-Food Canada, the Walter and Dun- 
can Gordon Foundation, Environment 
Canada, and the Canadian Water Net- 
work. Over 60 experts, academics, and 
practitioners from Australia, Israel, the 
United States, and Europe, as well as pol- 
icy makers from the Canadian federal, 
provincial, and municipal governments 
participated. 
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he Community Social Data 

Strategy (CSDS) is a new initia- 

tive from the Canadian Council 
on Social Development (CCSD), in 
partnership with Statistics Canada.! 
This participatory project democratizes 
access to social data at the community 
level. The result is improved research, 
policy and advocacy capacities at the 
local level. The adage that knowledge 
is power has been extended to com- 
munity knowledge is community 
power, and is one of the foundations 
of this project. 


The CSDS involves 13 communities 
across Canada, with more to join 
soon.2 Each community builds a 
consortium to administer the project. 
It usually includes the city or munici- 
pality and organizations such as the 
Social Planning Council and the 
United Way. These consortia then 
access and share very large amounts 
of Statistics Canada social data on life 
in their communities. 


These data are highly detailed and 
comprehensive. They paint a picture 
down to the neighbourhood level 
(census tract or dissemination area) 
and cover work, housing, low-income 
levels, and much more. The data are 
primarily from the 2001 Census, but 
also include all major Statscan prod- 
ucts and the small areas administrative 
data gathered from tax files. A special 
run of data on low-income called the 
Urban Poverty Project is also provided 
to complete data sets at the neigh- 
bourhood level. Together, these 

data sources provide comprehensive 
information that cross-tabulates low- 
income neighbourhood status by fam- 
ily, visible minority, and Aboriginal 
status to name just a few themes. 


The CSDS initiative is particularly 
well suited to examine issues of low 
income in our cities. The Poverty by 


Postal Code report produced by the 
CCSD and the United Way of Greater 
Toronto showed that it is not enough 
to look at low-income changes or 
comparisons by city. The real story 

of deepening and growing concentra- 
tions of poverty is in the neighbour- 
hoods. The CSDS is designed so 
communities can develop a set of 
indicators for what is happening in 
their own backyards. 


Consortia targeting the issue of 
poverty have been established either 
around purchasing the complete 
package of data or just the urban 
poverty data. These projects provide 
a great opportunity to help build and 
strengthen the research and advocacy 
capacities of organizations in cities 
both large and small. 


Developing a local consortium 
maximizes the use of Statscan data. 

It is also a highly effective tool for 
sharing administrative data from 
municipalities, health units, and 
many other non-profit organizations. 
In this way, these consortia can 
become real local hubs of information 
and empower municipalities, non- 
profits, and local citizenry. 


It costs up to two-thirds less than what 
any city would pay to buy these data 
on their own. But even more impor- 
tant than the price, the initiative 
enables communities to share both 
the costs and the data with any 
number of non-profit organizations 
in their region. 


Notes 


1 For more information on the CCSD, 
please visit <www.ccsd.ca/subsites/ 
socialdata/home.html>. 


2 Regions already involved in the CSDS 
include Calgary, Edmonton, Halton 
Region, Hamilton, London, Ottawa, 
Peterborough, Red Deer, Region of Peel, 
Region of York, Toronto, Waterloo 
Region, and Simcoe County. 
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